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ABSTRACT 

This booklet contains a brief analysis of four "real 
life" alternatives (Minnesota, Michigan, Kansas, and New York) for 
State systems of funding schools, along with a concise conceptual 
framework for approaching the study of school finance reform. Because 
the booklet was prepared as a practical guide for State legislators, 
the authors avoid highly theoretical discussions of school financing 
systems and focus on concrete issues of reform within the context of 
the political atmosphere of each State. The authors see the 
publication as a guide for interested legislators to better 
understand the school finance controversy now ranging across the 
nation and also as a valuable tool for policymakers that should 
assist them in making better choices when responding to that 
controversy. (Author) 
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REPORT OF THE NATIONAL LEGISLATIVE 
CONFERENCE SPECIAL COMMITTEE ON 
SCHOOL FINANCE 

Foreword by Senator THOMAS LAVERNE New York, 
Chairman of the Special Committee 

An urgent challenge faces state legislators throughout the 
nation: the need to reform the way we finance our schools. 
School finance, once the province of finance technicians and 
"school men," has now become a critical matter of general 
public concern. 

Sharply mounting costs in education have revealed both the 
inadequacy and inequity of the present school finance system, 
with its heavy reliance on the local real property tax.- The 
inadequacy appears both in the financial troubles of the 
schools and in the incentive provided by the real property 
tax to play the game of "fiscal zoning." The inequities, which 
have existed for years, have been highlighted by a series of 
major court cases— beginning with the Serrano case in 
California. 

It is time for a new policy in school finance. Data collected 
by study commissions at both the national and state levels 
have pointed up the problems of the present system. The law 
developing in the courts, requiring changes in state school 
finance systems, is increasing the urgency of the need to 
change the old policy. The growing pressure for reform will 
overcome the obstacles which have prevented reform in the 
past. 

Because of the critical importance of the school finance 
issue. Representative Bill Clayton of Texas, Chairman of the 
National Legislative Conference's Intergovernmental Rela- 
tions Committee, appointed a 15-member Special Committee 
on School Finance, with its membership drawn from through- 
out the country. This committee was charged to examine the 
requirements developing in court decisions, to explore the 
options available to state legislators and to recommend policy 
positions at the annual meeting of the National Legislative 
Conference. 



The committee saw its function not as another research 
group but rather as an action-oriented group. It set out to 
take advantage of the research of others in carrying out its 
responsibility of identifying what steps state legislators must 
take in meeting their challenge. With excellent support from 
the NLC staff, the committee discussed reports on major 
research efforts and on proposed solutions and agreed on a set 
of basic principles. 

In its study, the committee reached agreement on a number 
of basic issues. Chief among these were: 

• That states could assume responsibility for seeing that 
elementary and secondary schools are funded properly, 
and that the "equal opportunity" responsibility enun- 
ciated in Serrano be accepted, regardless of the eventual 
outcome in the courts, because the Serrano principle is 
right; 

• That states put their taxing systems in order, by reform- 
ing the administration of their real property tax systems; 

• That states review the governance of education, the rela- 
tionships between state education departments and local 
districts to create effective systems for both accountability 
and measurement of educational need and effective 
methods for administering funds, both state and federal. 

• That the federal govermnent adopt a program of school 
support which will enable the states to do what they must 
and which will create a reliable, permanent and predict- 
able federal role in a federal-state partnership. 

The Conuniiiee Report 

The National Legislative Conference's special committee on 
school finance affirms the principle that all states have an 
obligation to provide an equal educational opportunity and 
quality education to all children attending public school 
within their jurisdiction. We are in agreement with the 
principle established in Serrano v. Priest that the quality of 
a student's public elementary and secondary education should 
not be dependent on the affluence of his parents or school 
district. Regardless of future court actions, we believe that 
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the principle established by Serrano, so far as public education 
IS concerned, is essentially reasonable and equitable and ought 
to serve as a policy objective for every state. 

We recognize that varying constitutional dictates and dif- 
fering tax preferences within the separate states make it 
impossible to suggest any uniform school finance system 
that would meet the needs of all states. Each state will have 
to develop one which best responds to its individual circum- 
stances. Whatever general guidelines are agreed upon by 
the states, however, must be fair and equitable to both the 
taxpayer and the public school student, and must, by defini- 
tion include: 

(1) Equalization of property taxes, and 

(2) Control of local expenditures. 

In order to accomplish these objectives, the National Legis- 
lative Conference makes the foUowing recommendations: 

L Money alone will not cure all the ills of our public educa- 
tion system, but no improvements can be made until the 
iTTltered" '^^'^'^ educational funds are raised and distributed 

The states, in line with their clear constitutional Juris- 
diction over education, should assume fuU responsibility 
for raising and distributing the revenue for public ele- 
xnentary and secondary education. 

II. Evidence clearly shows that the manner by which local 
property taxes are levied for financing public education favors 
wealthy localities with a large non-residential tax base and 
penalizes those jurisdictions with a small non-residential base. 
The states, in fuliilling their responsibility in the area of 
educational iinance, should move toward stabiUzation of 
and, where possibb, a reduction in their reliance on the 
local property tax as a revenue source for pubUc education. 

States which continue to use the property tax as a source 
of educational revenue should initiate a review and, where 
necessary, a reformation of their property tax administra- 
tion. SpecificaUy, the states are urged to adopt a uniform 
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system of assessment to assure an equalized property tax 
burden. 

Furthermore, the method of taxation used to supplement 
or supplant the property tax base should have a growth 
factor comparable to the increase of educational costs. 

III. Local, non-educational public services are financed largely 
from the property tax, and although the central cities tend to 
have a relatively large property tax base, the total burden 
placed upon their tax base usually is heavier than it is in 
areas where the demand for such public services as sewage 
maintenance, street lighting, fire and police protection is low. 
In the attempt to equalize the costs of maintaining 
schools, utates are urged to recognize those non-educational 
expenses, for example, municipal overburden, which affect 
local tax burdens. 



IV. An equal educational opportunity implies an equalization 
of educational resources among school districts. In order to 
equalize resources among districts, two alternatives are avail- 
able: (1) reduce education funds from some districts to raise 
the resource level for others, or (2) provide substantially 
increased funds to raise the poorer districts* resources up to a 
level enjoyed by the more affluent districts. The latter is 
obviously preferable. 

No school district should be compelled to reduce its level 
of expenditure while a state moves toward assuming its 
full role in financing and distributing educational funds. 

The equalization level is a matter to be determined by 
each state. However, it is recommended that the 65th 
percentile level of per-pupU expenditures be the minimum 
standard guaranteed by each state. 



V. Equality does not mean identical treatment. The crucial 
value to be fostered by a system of public education is the 
opportunity : . ?:cd, not the uniformity of success. While 
all are equ.>; unuer the law, nature and other circumstances 
yield advantages to some, while handicapping others. Hence, 
as the President's Commission suggested: "To offer children 
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only equal education, disregarding differences in their circum- 
stances is merely to maintain or perhaps even to magnify the 
relative effects of advantage and handicap. Equal treatment 
of unequals does not produce equality." 

A concept of equal educational opportunity should reflect 
a sensitivity to the differences in costs and variations in 
interests and needs of those to be educated. Attempts at 
relieving disparities by attending to particular educational 
needs and variations in costs will prove fruitless, however, 
unless those needs and costs can be clearly identified and 
fully quantified.' 

We support the recoxnmenda.tioii of the President's Com- 
mission on School Finance whKch calls upon the states to 
develop both a Cost-of-Education Index and an Educa- 
tional Need Index. 

VI. Although it has been accepted that the responsibility for 
education is reserved for the states, no level of government- 
federal, state or local— can escape involvement in the educa- 
tional process. The acceleration of changes in American 
society, the vast mobility of its people, and the extent to 
which gross disparities in education can reflect adversely on 
the quality of an individual's life have combined to make 
education a matter of concern beyond the boundaries of the 
states. For the states to play a full role in the funding and 
distribution responsibilities for elementary and secondary 
education, substantial tax increases will be necessary. Many 
surveys have concluded that the average state would be 
required to increase its revenue collections by more than 
thirty percent if it wished to assume ninety percent of the 
costs of public elementary and secondary education. And yet, 
the federal tax structure severely impedes the capacity of 
the states to develop revenues at a rate sufficient to meet 
increasing educational costs. 

The National Legislative Conference recommends that 
the federal government substantially increase its level of 
financial assistance (presently at seven percent) for public 
elementary and secondary education. Increased federal 
funding should serve the purpose of assisting the states in 
greater equalization of resources. Federal assistance should 
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take the form of grants for the general purpose of equali- 
zation but should remain otherwise unrestricted. 

With respect to PX* 874 funds, if they are not con- 
sidered in a school district's ability to pay. any attempt 
by the state to provide equalization may be distorted. 
Accordingly, we urge Congress to give consideration to 
allowing those funds to count as local school district 
contributions. 



Vil. Federal assistance is necessary to maintain certain oper- 
^.dng programs in elementary and secondary education. 
However, even with federal assistance, many worthwhile 
educational programs are delayed or even eliminated because 
of the uncertainty surrounding the amount and timing of 
federal appropriations. Adequate foreknowledge of the amount 
of federal assistance is imperative if states are to structure 
properly their own appropriations and tax policy. Many edu- 
cators feel they would rather not have the funds than not be 
able to depend on their timely authorization. 

In full endorsement of the recommendation of the Presi- 
dent's Commission on School Finance, r/e urge the enact- 
ment of federal legislation that woulr/ guarantee to state 
and local school systems, in the event of delays in federal 
outlays, 80 percent of the funds provided in the previous 
year. 

We strongly urge the Congress to re8i:ructure its appro- 
priation process so that school districts know well in 
advance of a school year the exact amount of their federal 
aid. 



Most educators would prefer that federal funds be available 
in general block allocations rather than in specific categorical 
grants. The Committee supports this preference but stresses 
that as a prerequisite to the creation of such a program, the 
states must instill confidence in the federal government in 
their ability to handle effectively such allocations and insure, 
through a monitoring system built into the plan, that such 
funds are actually being spent as state policy directs. 

VIII. If the states are to assume a more active role in public 
education, especially in the realm of funding, and if they are 
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to expect increased federal assistance, they have a resnon.i 
bihty to improve their governance of education ^ 
inf *til? *«ke immediate action toward strengthen- 

ing he r educational administrations in order to ins«e the 

antee that funds, be they federal or state, are applieffor 
the purposes intended. 

I^nn^fi argument is made that a greater assumption of 
or pe h^pfeven rr""^!!'"" ^''^ ""'-"-e 

lax raismg abihty. Local school districts are the creation of 
and responsibility of the state. Their authority to aSe ?unds 
for education comes as a result of delegation by the state of 
Its own taxing authority. ^ °^ 

■niere is a distinction between local fiscal control and local 
contro over policy. Local fiscal control is no Wr a Vo^^^^ 
discrimination is to be terminal pX 
the^f I r- ^"'f ""^^ "P°» financial control over education by 
^^Jl l *° ""'"'""^^ discrimination to taxpayers and 

s udents .n no way has to interfere with continued admin^s 

On the'n'r'"^'u°"'"^ °' ^^hools by the bcal disTr^c to 
fJld K ""^ ^^^^^^--d °f «<=hool finance encTur: 

aged by Serrano suggests that for the first time poor "cSool 

pS criStrifof^^^ '^^^'r^^^' overXiiot} 
possible resources has previously made im- 

Evidence fails to demonstrate any correlation between an in 

focaf %T ''''1 .'^"'"P"^" °^ educational cosSTnd loss o 
local decision-making authority If anvti,in« """" ossoi 

suggests thatlocaldeLon-ma'ifngpo:^^^^^^^^^ 

of local educational programs is enhanced once local bLrn! 

Regardless of how the states decide to finance their sys- 
tern of public education, they can and should leaT^S^ 
decisions and administrative control in the hands of^oS 
districts. It is the state's obligation to insure that a h^fc 
educational package I. delivered to all ^ui^n o^lL 
equaUzed basis; it ^ould be the local district's p^4L" 
io determine how that package will be deliver^ 
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fdutationl'fnfnT"!, expenditures in 

Xyee fifcauf ^^^^^^^^ f'"'" °f other em- 

Mtinn/i' ? ^^''^^ magnitude of this portion of edu- 

bfn°e"ces;at' '"^'^ responsibility in'this a"re1 wHl 

" an^e™*."r'^ LegUlatiye Conference recommends that as 
larger role m the determination of teacher salary Sid! 

• Sed T the' trS'funT n" ""'"^ ^ ""l" 

not used efficSy """^ '° ''^'"'^^ 

S'thr^"* effectiveness and acclaim y 

latton'oHT! * oi f«„2 T^e 

coni!;;t^'* ""'^ '"'"^ ^" ^^'thout the ongoing efforte 5 

by the National Governors' Conference. In particular we 
endorse its two major recommendations calltog ^ 
diate action from the states toward equalizing eiuca^'i 
^'CnTil^ """^ assumptiorby th^fetral Z 
edu«tSn "^^^^ 'esponsibility for the financing of 

V^''* f of Congress promises to be a critical one 
or the future of public education in the United States AU of 

atiori°n be"l"'/'"^ secondary ed^! 

J.rZ "^Z" J'^"? fo*- review. The National Legislative Con- 
ference looks forward to working together wifh other con- 



^hP Si. n '"'^ Governors' Conference and 

the Education Commission of the States to press Coneris 
for the financial assistance which will help states meet thSr 
responsibilities in public education. 

^rt'"^^ Co««ni"ee on School Finance recognized 
it S "^f^^*^'' ^ submission of thisTport. 

The Committee should continue to function in order to 
encourage the implementation of those recommendations 
agreed upon by the NLC and to attend to the ongoing de- 
velopments in the field of school finance reform. It should 

i~H\itr ''"^"^ ^"'"^ 

The National Legislative Conference has offered the preced- 
ing recommendations on school finance, aware that reform 
of the manner m which educational revenues are levied and 
spent s a necessary precondition for the realization of the 
societal goals we have established. .While there is much to 
maTiSTn h'T' °"^«ducation systim. much workTuil re- 
ZmJ A t ' °^ ^"^I'ty "Education is 

Jlri'c' challenge is presently before us. for 

dety than ^J^" .""Pf ^"^business in an open, democrati^ so- 
cieiy than the education of our young. 

♦ ♦ ♦ 

lee^slL^r'*^^°^ """'"^ *° guidance to state 

lenge 'LZf""^""^ " ''''""'^'^ ^^^P°^^ *° ^^is chal- 
lenge It presents in concise form the basic information 
needed to cope with the school finance problem. It aSzes 
the elements of the problem and describes four alter^atWe 
approaches. The handbook was produced for the 

ScTof the° ^T" With the aS 

Mice of the Education Commission of the States and the 
National Program for Educational Leadership. 

Besides being a valuable tool for the policymaker this 
handbook IS a concrete example of an emefging'ToalSon 
those who are concerned about schools, school finance and 
what schools do for children. We are grateful to tii coop- 

timeW an?'"'? ^^^^ product^n of ^a 

timely and useful document. We look forward to their con! 
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SUMMARY 



PREPARATION OF THE BOOKLET- 
BACKGROUND AND PURPOSE 

This booklet contains a brief analysis of four "real life" al- 
!nnH,r' f ? ^""^"g «=hooIs along wUh a 

school finance reform.' Since the booklet was prepared as 
a practical guide for state legislators, it avoids higWy theoret 
.cal discussions of school financing systems. RathS it f(S.ses 
on concrete issues of reform in the context of tL pSca 
atmosphere of each state. The goal is to enable interS 
legislators to understand better the school finance contTove S 

toItTrk'ebe^r ^^"^ -'tTS 

tools to make better choices in responding to that controversy. 

The School Finance Controversy In a Nutshell 

The booklet's first major section is an introduction entitled 
Issues and Possibilities In School Finance." In a short back- 

furrent sc""f fi" °' ^"'^^"^ ^^^^'"^ "P thS^nauSs 

ai,^ «^ ^ ^^"^ ingredients: inadequate funding 

d stribulonT^P'^f '"""^ '"^-l^'t-bl^ collection an! 

distribution of education funds (the "equUy problem") The 
legislators' dilemma is posed in the following way: to pro! 

""""'^ ^^""'^^^^ ^^hool finance when there L 

Xfed^tr '"^^ ^^--^^^ 
sre~^^^^ 

states and. where avaflawl^ni^ 5 Past and proposed, in the four 
the new proSs S^Sl:e^lTn^ n ^ legislaUon which embodies 
cost, by wrUhTMr. iSaSS N«L°^ H'! «PP«"<li'^ no 
1150 Seventeen'th sJ^KW^^^^^ll^^i^^^:^ ^^^^--^ 
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having been raised by the widely publicized court decisions 
beginning with the California Supreme Court's suggestion that 
that state's school finance system might be unconstitutional 
because of its reliance on local wealth for funding public edu- 
cation. 

Next the introduction briefly analyzes recent and current 
school finance litigation. In these lawsuits, two common com- 
plaints emerge: First, state laws allow taxpayers in wealthy 
districts to tax at low rates and fund education at relatively 
high levels, while the taxpayers in poor districts pay more to 
get less; second, state laws make greater school resources 
available for children in some communities than for com- 
parable children in other communities. 

The introduction then clarifies three points about these court 
decisions which have declared unconstitutional five state sys- 
tems of school finance. First, the courts do not say that the 
property tax, per se, is an unconstitutional tax. What they 
say is that, due to large variations in district wealth under the 
present systems, huge disparities in per-pupil expenditures 
result. In other words, states have established and maintained 
systems for funding schools that unconstitutionally discrimi- 
nate against children residing in poor school districts. Second, 
the court decisions do not require, nor do they suggest, that 
states must enact plans to provide equal dollars per pupil. In 
short, the "one dollar-one scholar" analogy to the reappor- 
tionment cases has not been drawn by the courts, nor is it 
being pressed before them. Third, no court has designated 
what should be done to correct the unconstitutional systems 
of funding schools. This task has been left to the state 
legislators. 

Since equal educational opportunity, as defined by the courts, 
does not seem to call for equal dollars per student, the intro- 
duction goes on to suggest certain factors that arguably justify 
unequal expenditures: 

—higher funding levels for students with special handi- 
caps and needs; 

—higher funding for socially and economically disadvant- 
aged children and/or for those with health problems; 
and 
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— higher funding for high cost districts, such as sparsely 
populated rural areas that lack economies of scale or 
densely populated urban areas where land, teachers' 
salaries, and others costs are high. 

What is needed, the introduction concludes, is a "cost of edu- 
cation index" and an "educational needs index." Several tech- 
niques are suggested for handling educational needs and 
cost differentials: 

1) Pupils could be counted and aid allocated on a weighted 
basis, with the weighting based on carefully evaluated 
exemplary programs; 

2) A given district's aid could be keyed to socio-economic 
characteristics such as family income, student achieve- 
ment levels, etc.; 

3) Aid could be tied to tax capacity or actual educational 
cost for services similar to those provided in other 
school districts. 

Next the introduction describes in some detail two school 
finance alternatives which are increasingly being discussed 
by state legislators. They are "full state funding" and "dis- 
trict power equalizing." 

The last section of the introduction discusses briefly how to 
raise additional tax revenues. No "best" tax is identified, be- 
cause the history of state taxation and the distribution of 
wealth among taxable resources vary so widely among the 
states that a conclusive discussion of state tax alternatives 
would be wholly inappropriate. 




A DESCBIPTION Of FOTO STATE ALTEBKATWES 

chosen to reflect the J Y I ^^'^ ordering was 

specific propS Jee S^Ltf °' "^^^^^^^ 

Slalus of Ihe Four Slate Proposals 

^ Minnesota Michigan Kansas New York 

Proposed FormaUy By A 

State-Appointed, Non- 
Legislative Study Commis- 



No Yes No 



Yes 



Proposal Formally Intro- 
duced as a Bill in the 

State Legislature Yes Vne 

Jtes Yes Yes No 

Status of Legislation: 
Passed (P) Defeated (D) 

Still Pending (S) p D.S* d ' _ 

•Defeated, but modified and re-introduced. 

tolhe'at'our ^^^^^^^^ <ii-tly related 

For example, the ZnesoL rS wrnl?"^^^^ *° 
posed school funding svstem S V discusses a pro- 

legislature, is the longest! wh^^^^^^^^ 
which discusses an alternativrthat s vet tnT 
legislation, is much shorter ^ introduced as 

fastn1:TtoTciml%lr^^ ^^P-^^ - « uniform 
outline was used: "'"P^^son- Generally, the following 
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-a description of the proposed changes to the formula- 



Minnesola 



operating in S7 states he «'"'°" °' ' P'^^S"'" 
gram." The siSance oflSl M """^ foundation pro- 
transcends its LSLlo'oth^X^^^^ 

weight-TL^^^^^^^^^^^^^ - pSonstrsS 

ing to thfir enrolment rather t^^^^^^ ^"P"^ 
eliminating discr m^na ion^! • ! attendance (thereby 

high instaLero TC^^^^^^^^ S^e .'If ""'^^ 
amounts to a statewide pro^rt^ t^ °f what 

Perhaps the most notable fact ahnnt ti,o 
tion is that it passed the legislature anH ^'T't^ ^"S'^'^" 
the Minnesota report mav bp In 1^ ,,"°"^ '^"^^ therefore, 
to legislative pasfage^ oiZ^:X::l::^'^:Z T'' 
major component of this success storrwafr 5^'*^'"'^' « 
and involvement of both the Govirn I t ^'^^'''^ ""PPO"^* 
mittee chairman of the legislature 



Michigan 



In Michigan, like Minnesota, reform effnrtc i, u 
pioned by the governor anrf thlT . , ^^^^ <=ham. 

be very dramafc Gov;rnor SSlE? n1 ^'^"^^^7°"'^ -gain 
support from its major dependence " 
much greater reliance on'^a st" income ''T'. 
program, based on a unifnrm « '"<=ome tax. A foundation 

out the Ltate, w L be SSu'tedT''^'"'" 

=«mr ^^^^ ^s::^z. 

every district co^h-l i^Tp^ = 
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acoeptabU propo/ai^ "P «en widely 

Kansas 

siderations. «<=hool finance con- 

wh1ci'ti:;^\:^^^^^^^ a school finance bill 

bill. Jrn^it^'";^^::^, b'n t"^^"^- 

farmers were modified by pre^iLe from^^J ""'^ 
and railroad interests and oth"s . T"""' "'""^ 

measure. ' ^ real compromise 

have tt?rS?duc\tL^"''^^^^^ "-"h) would 

TTie state wo^avt aLu^^^^^^ ^^^^ 
tation costs. Althoul TaX/S^^ ^" 
too expensive. ^ radical, the bill was considered 

prlX%tm ta'ntt^^'of' '''"'^ " 

major obstaote to be tv^ri PZ, T„T"*n 

taxes and a„ Inability touZlS ^pj^p^'" °' "-^ 

New York 

an?t\„"?St''So!it — '->y studied, 

fu- Of .he suit STe^tX^o^tl r 'r^" 
t' fized as the slowest mo^t u ? , '° ^® charac- 

irocess of reforr^S^el X "^^^'"'^ deliberative in the 
.oay oflF is yet to be seen "^^""''^^ ^^^^y will 

miltn^'^Lh^^tc^Sb^ Com- 
study all aspects of Ner"Zk .V^ '"^"dated to 

form. The report dell^ J . ^"'^ ^° P^opose re- 

ai?;rT-~'--^^^^^^^^ 
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foT proposed, with the rate of taxation to be uni- 

lo^d be ^tT.^' 1"^^?^ "te. Revenue 

Te Wl of 1 i; -^^ *° ^""e ^hools up to 

the level of the district spending at the 65th percentile Ex- 
penditures of those above the 65th percentile would be frozen 
until the rest of the state catches up. Educationally dTsad- 
vantaged children would be weighted at 1.5. ''^"""^"^ 

Legislation is now being written to implement the Com- 
2T.7r°"'?''"^'"°"'- "^^^ New York experience can- 
proposa s ''^'''''"^^ ^^^P°"^^ *° ^^ose 
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A Note on the Statistics 

The school finance data included in the handbook after 
each state study seeks to indicate, in abbreviated form, the 
characteristics of the present and proposed school finance 
systems; in particular, emphasis is placed on the fiscal impact 
that the proposed systems would have on certain types 
of school districts. Hopefully, these appendices will permit 
the interested citizen to understand better the overall links 
between educational need, fiscal capacity, and tax effort, as 
well as their relationship to the revenue and expenditure 
outputs of current school finance systems. 

There are any number of ways that the illustrative data can 
be interpreted or represented. The following are just a few 
observations that can be made: 

• Educational need, as measured by Title I ESEA monies 
per pupil, is largest in cities and rural districts. 
Suburbs — both of the fast and slow growth variety — 
tend to have relatively lower concentrations of educa- 
tional need than cities and rural areas. 

• Fiscal capacity as measured by adjusted gross income 
per pupil or full value of property per pupil is greater 
for slow growth suburbs and central cities than for fast 
growth suburbs and rural areas. Central city wealth 
may be more apparent than real as recent research has 
shown,2 but clearly there are suburbs that may be in 
need of expanded external aid as measured by fiscal 
capacity per pupil. It should also be noted that the 
property value measure markedly overstates the wealth 
of rural areas as compared with a personal income 
measure. 

• School tax effort (as contrasted with total tax effort) 
tends to be greater in suburban areas than in cities 
and rural areas. Cities often are faced with problems of 
municipal overburden (that is, they tend to have ex- 



2 Joel S. Berke and John J. Callahan, "Serrano v. Priest: Milestone 
or Millstone," Journal of Public Law, Vol. 21, No. 1, 1972, pp. 23-72. 
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tr^ely high total tax eflForts»), and rural areas have 

* Educational need, fiscal capacity, and tax effort prob- 
ems rarely run in the same direction. Of all three 
types of jurisdictions, central cities, by some measures, 

Droli! f and total tax effort 

problems. Rural areas tend to have above average con- 
centrations of need and relatively low levels of fiscal 
capacity. Suburbs on the other hand, often have low 
educational need, above-average capacity, and high 
school but low total tax rates. However, tkere is con- 
siderable variation in fiscal characteristics among sub- 
urban jurisdictions as this and other data show. Some 
suburbs are fiscally more hard-pressed than others; yet 
as a class, suburbs probably have the least pressing fis-' 
cal problems of the three types of jurisdictions. 
. Most of the current aid systems in this report only par- 

• S variations in fiscal capacity and school tax 
effort. They do not offset variations in overall tax effort 
or educational need. Yet, some of the alternative pro- 
S/'t' ^^^^^ and New York, 
Tml h! into account. Throughout 

Wtl,! , "? ^'^"'^^ is usually 

less than local revenues raised for education. This fact 
probably accounts for the present disparities in school 
finance in the states studied. ^.^""ui 

"SLf^l"'*"';'" '"ay not necessarily be 

related to educational product, as the data suggests the 

t^hT^SV" expenditures is considerably greater 
than hat m mstructional expenditures. If instruction 

exi^iT''"'^ r^""' °' P^°^"^'"g educational 
^^u °^ expenditure disparities lose 
some of their pressing urgency. On the other hand, as 
supportive expenditures increase the excellence of in- 
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s^-ction. the total expenditure disparity is still rele- 

between central dties and fh^," '^^"^'"6 g^P 

erably raising the levek of '^^;"''"f^^ '"^ °^ ^^-^id- 
rural areas. °^ expenditures of 
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INTRODUCTION 
by Anthony Morley 
ISSUES AND POSSIBILITIES IN SCHOOL FINANCE 
"Crisis!" 

Someone has supposedly remarked that a simple solution 
to the problem of fair pay for state legislators would be to give 
each of them a dollar every time someone shouts, "Crisis!" in 
his ears. That would probably send the lawmakers home 
wealthy; it would certainly lighten the doomsday mood of 
public debate. 

While some crises may be overblown, however, there is really 
no question that our nation as a whole has entered a critical 
period regarding public school finance. The paths leading into 
this period are complex, as are the possible and practical 
paths leading out of it. Choosing those paths will chiefly be 
done in the debates of state legislatures, which this handbook 
is intended to serve. But the basic ingredients of our present 
crisis are actually quite simple. There are two of them, closely 
intertwined: 

1. There is not enough money for schools— at least never 
as much as the schools say they require. 

2. What money there is, is neither raised fairly nor dis- 
tributed fairly— at least not fairly enough to satisfy 
some courts. 



We can call these the adequacy problem and the equity 
I problem. Obviously, in terms of traditional American values, 

^ the equity problem is the more serious— this country can man- 

I age with less money; it cannot manage with less justice. In 

^ reality, however, the two problems aggravate each other. 

When money is short, unfair ways of raising and spending it 
seem even more offensive than in times of plenty. Yet prac- 
tically speaking, it takes new money to redress old inequities. 
Thus the legislator confronts a dilemma: how to provide new 
money for equitable school finance, when already there is too 
little existing money for adequate school finance. Without ex- 
aggeration, that dilemma is a crisis. 

13.. 
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Inadequacy in School Funding 



At the root of the fiscal inadequacy problem is the fact that 
school expenditures have been growing much faster than the 
economy as a whole, and that therefore school costs have be- 
gun to outstrip the ability of traditional taxes to cover them. 
Between 1949 and 1967 school costs rose at an annual rate of 
9.8%. In the same period the yearly increase in gross national 
product was only 6.4%. To make up the difference required 
that public school spending absorb a steeply increasing propor- 
tion of the gross national product— from 2.3% in 1949 to 4.0% 
in 1967. Measuring the cost-climb for schools against growth 
in personal income tells the same story: expenditure per pupil 
grew nearly three times as fast as income per citizen. There- 
fore taxpayers have had to try harder, increasing state and 
local school revenues from 4.0% of personal income in 1961 to 
4.9% ten years later. 

During most of the 1960's people paid these higher taxes with 
only the normal grumbling that social custom requires. After 
all, schools were a "good thing" in any community, the country 
was prosperous, and who could really object to new buildings 
for expanded enrollments or better salaries for underpaid 
teachers? But with the coming of the 1970's this happy picture 
began to change — drastically. 

For one thing, there were signs of a striking shift in public 
attitude toward the schools. Optimism about their fine work 
was often undermined by disappointing results, appalling drop- 
out rates, and documented charges that many high school stu- 
dents could barely read. The image of school as a place of 
order and industry, transmitting a stable culture, was chal- 
lenged by reports of "student unrest," of our children's reject- 
ing traditional values rather than learning them. Reverence 
for educators as dedicated professionals suffered from suspicion 
that teachers were becoming one more pressure group with a 
hand on the public purse. Assurance that schools were insu- 
lated from controversy and animosity was shaken by the dis- 
covery that they could become focal points for bitter conten- 
tion over race, class, morality, and even foreign policy. These 
shifts of attitude were not uniform or consistent, but they 
began to add up. They helped erode people's earlier assump- 
tion that what the schools say they need, the taxpayers should 
provide. 
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Another problem, less philosophical, was that schools faced 
strong competition for the local tax dollar. Especially in large 
cities and metropolitan centers, the costs of other public ser- 
vices were also skyrocketing. Welfare, police and firemen, 
hospitals, sanitation, and public transit were all at least as in- 
dispensable as schools in the fight for urban survival, and all 
could persuasively press their claims. 

To pay for those local claims, both state and local taxes had 
to go up, which they steadily did. State support could come 
from varying mixes of income and sales taxes, the former 
usually withheld by employers, the latter paid in hundreds of 
deceptively small and seemingly painless installments. At the 
local level, however, there had to be almost total reliance on 
the property tax, which renters could feel with every increase, 
and which homeowners could see in stark three or four-figure 
totals on their annual mortgage statements. Some 90% of 
school districts levy their own taxes, and in those which do not 
the proportion of total property tax which goes for schools is 
usually clearly stated. Unlike the costs of bombers or crop 
supports or new streetlights, there was nothing invisible about 
the price tag on education. 

Not surprisingly, a growing resistance to high taxes has 
found popular focus in particular objection to school taxes. 
Feelings of taxpayer revolt could be effectively expressed in 
the numerous local referenda which must be held to approve 
construction bond issues and even operating budgets. The re- 
sults are clear and sobering. In case after case voters simply 
refuse to let school budgets rise any higher. Latest figures 
show that in fiscal 1971 fewer than half (46.77o) the school 
construction bond issues in the country won approval at the 
polls— down from 75% in 1965 and 89% in 1960. Schools have 
suffered in their operating budgets, too. Especially in urban 
centers such as Detroit, Los Angeles and Cincinnati, teachers 
have been laid off, class sizes increased, school time curtailed, 
or experimental programs dropped. The day of easy money 
for public education is a day of the past. 

Inequity in School Funding 

One might argue that a spell of stringency would be healthy 
in education, compelling educators' attention to essential prior- 
ities and efficient management after a decade of getting what- 
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ever they asked. Unfortunately the matter is not that simple 
Another question has been raised, more fundamental and of 
even greater practical consequence than the generosity or 
skimpmess of school budgets in general. It is the question of 
equity. When public revenue is raised for schools. I U r^ed 
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Recenl Court Decisions 

Within the past, year plaintiffs for both students and tax- 
payers have persuaded courts in five states that the answer to 
both these questions is "no." They have challenged their states- 
school finance statutes on constitutional grounds, and won their 
arguments. One of the cases > has been accepted for appeal be- 
fore the Supreme Court this fall. Since the statutes under 
challenge are essentially similar in all states except Hawaii 
legislators across the country have been quick to see that these' 
^rr^'r ' quality. Even if not upheld na- 

tionally (although some of them must be, as they are based 
m part on state constitutional provisions), they have set in 
motion a rethinking of state responsibilities in school finance 
which IS not apt to die away easily. 

The first and mor.t famous of the five cases was Serrano v 
Pnest ruled on by the California Supreme Court at the end of 
August 1971L In detailed briefs, the now familiar facts werf 

di'ti . ^! ""''T' °" P™P^^ty tax forces s^me 

districts 0 set much higher levies than others, yet typically 

nolit^^ A'"'*,P'°r''^'-P°°'^ both in metro- 

po htan Los Angeles, became famous. Beverly Hills' tax rate 
IS less than half what Baldwin Park is willing to bear Yet 
the people with lower taxes have more than $1,200 for each 

ttn ne ;"h-,H ''i' have less 

han $600 per child. So conspicuous and arbitrary a discrim- 
nation. argued the plaintiffs, is in fact a denial of equal protet 

plr^^''^' K '"'^ ^'^t^^ts such as Bald- 

win Park, are being inequitably treated. The state-legislated 

28;''(WD"?eLf miT°t°o'hfHr" F.Supp. 
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system of school finance, which establishes the inequity, must 
be changed. 

The California Justices agreed. In doing so they stated their 
opinion that education in the public schools is a "fundamental 
interest". The Court took care in distinguishing education from 
other public services, for education, unlike fire protection or 
sewers, is a service which the state by its own constitution is 
obligated to serve, and which, as such, may not be conditioned 
on wealth. To allocate money for schools on the basis of local 
property values effectively sets just such a condition. "It 
makes the quality of a child's education a function of the 
wealth of his parents and neighbors." There is no compelling 
reason why school taxes should be so raised or so distributed. 
The state will have to devise a different system. 

Barely six weeks after Serrano, a federal district court in 
Mmnesota, in Van Dusartz v. Hatfield, adopted the California 
arguments and findings as wholly applicable in that state also 
The stance of the state toward its school children, said this 
judge, must be one of "fiscal neutraUty." It is the opposite 
of neutrality to construct a funding system which rests on dis- 
parate tax bases. "This is not the simple instance in which the 
poor man is injured by his lack of funds. Here the poverty is 
that of a governmental unit that the state itself has defined 
and commissioned." By making resources for education a func- 
tion of that local poverty, the state needlessly violates the equal 
protection guarantee. Again, the state will have to devise a 
different system. 

Another federal court, this one in Texas, handed down 
the third Serrano-type decision, shortly before the end 
of 1971 This case, Rodriguez v. San Antonio Independent 
School Dzstnct, will be heard by the Supreme Court in the 
October, 1972 term, and thus is likely to become even more 
familiar than Serrano itself. In the argument there is spe- 
cial emphasis on the discriminatory effect of Texas' school 
finance structure against poor children, rather than simply poor 
districts. The conclusions of the court are the same, however- 
namely, that the state's "tax more, spend less system" is un- 
constitutional and must be changed. In this case, unlike the 
preceding two, the judges gave the legislature a deadline 
Barring reversal in the higher court, Texas legislators must act 
to change their system by the school yfear 1973-74. 
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(which actually is noTthe Lt- New York Supreme Court 
the gauntlet wLih the ^'^^^'^ tribunal), refused 

down It wouTrf ? ' ^^^'^^ ^^'^ successfully thrown 

judge felt Zhl ^'Tr^^^^ ^"'^ imprudent. tL 5pano 

effect of al^^ano i^^e r . u"^"' 
system may well be ' !' ^xistmg school finance 

ceded, but'^^hanging IttLZ 'r'!'' '"'^ ""^^'^ " ^« 
the U.S. Supreme Col '""^ ''''' ''^'''^'^'^ °^ 

wh?n^r dVTir ttt^eri^r ^^o^fT d"^^ 'r^^' 

and Board X^rorottL^Z^^ 

houses of the state legislature »^nn„ "^""^ ''o*^ 

that New Jersey's constitutinn;i / , ^ maintained 

efficient" publirsS s! Z .u'" " 
ties of New JerSI srool fi'' '^^"'"'^ '"^^^i- 
Judge agreed wUrb'o h of tie "rt^nt '"^^ 
the state constitution he voidedVe klH^^^^^^^ °^ 
(taking care not to vitiate obi iJl^.^ education finance law 
directed the legislSure to nrrJ. ^ ' bondholders), and 
ing he is uphelTon state ^ssum- 
Jersey SupLme clft'^Vhrh " ven t.T"'^ .'^ 
sions. is most likely) thereTs no 11 ? k f ' P^^^ 
decision to the feder^lTevei ^ ^"-^ ^PP^^^ °^ ^his 

reft~rnt7hrnTM ^^-^ ^nance 

state's school finandnrs^ ^^^^^^^d that 

captioned HoZTrslS^^^S^ 2TnT"''T'- 

Serrano opinion. The couriT,,r^ '^^^ 

legislature approximately two y^;^^^ ^"-"a 

dependent on local weafth forSig'pX^Sr 
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Whal the Courts Mean-and What They Do Not Mean 

hlfcrLT"^ ^''^ ™°"ths' time, have 

brought the equity problem in school finance to sharp focus, 
and to unprecedented public attention. Courts in the west 

Td found ^^I'i'* '""^r' '""^'^'''^ ^'^'^ statutes' 

tnL^PV '"""^^ °^ the plaintiffs has in- 

w i °' "".^ ^^^'"'^^ thirty other 

states With variations and embellishments in the argument, 
but with remarkably similar tables of undisputed dat^all o 
them press the same two points: 

1) that without reasonable justification, state laws force 
taxpayer^ m some communities to pay much more for 
schools than comparable taxpayers pay for comparable 
schools m other communities; and 

2) that without reasonable justification, state laws make 
available much greater school resources for children in 
some communities than for comparable children in 
other communities. 

Few people would argue with the facts as presented, in state 
after state. The courts which have heard them so far (wUh the 
somewha anjbiguous exception of New York) have suppor ed 
unfln K Tr''^''°'' unconstifutional 
^ZZm:! '"^"^^ '^''^^ New laws 

No court decision so far-and none that anyone anticipates- 
attompts to spell out what the new laws mv^t say S pit 
which troubled New York's Supreme Court-tha^t legislatWe 

I'S "'n'fJ'^"^'*"'^^'^ prerogative-has been amply re! 
spected in all the other cases. Momentous though the judges' 

f tTv^lv ni i f "ther thaii posi- 

tively prescribing any features which it must include. jSdge 

i • • " the singular virtue of the Serrano principle that 

Ivlnt .1 T/!,"' *° P"""^ imaginable interests 
I except that of distributing education according to wealth 
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. . . Neither this case nor Serrano [nor any subsenupnt 

es'^on^ f-^"^i-'^°-it; Of sir xprd . 

tures. On the contrary, the fiscal neutrality nrincinlp nnf 
only removes discrimination by wealth hL i ^ i^ 

poS^'Jn'c'hoof fin'°" -'if vernors with responsibility for 

fhinl Vrough w aTJhe ^^lIcyl'ouK m"' ^^"^"^ ^ 
it means that elected state oS v. . ' Particularly, 

burden) for pract cal ^efin^^^^^ ^^^^ 
doubtless thermrdSlt^ue^ur ^ ^^^^ 

Dimensions of Equity in School Finance 

As mentioned several times already ther^ =rn . ^• 
sions in which school finance poly'lst i fSr" 
which it is currently unfair Tv,^ « . • " . ^a»r— and m 

- --~e ^disriL^ssr 

the 

uTthrwVraSL^^^^^^^^^ 

be all the taxraye^Tth state' T^/T 
then, is a questL whether t^e hurH. *''"'u"°" °^ "'^"''y' 
evenly across any gTven categor^ of ? °^ ^^"^ 
problem for any portion of ii^-i ^^''P^y^"- is no 
a uniform tax S tatl^^^^ "^'^^ P-d from 
3% bracket, for example, ^fys ft ^ 
schools than any fellow c tizefinT f 
equitably treateVin ^hoT^^a "ce ^^.^^ - 
cemed. There is a orohlpm i,« ^ ^ax is con- 
expenses wh7ch mu t pirfrrm °^ -^-^ 

owners of $20,000 homes do not STtheL^^^^^ 
erty tax for schools, and the d ffSn « 1 ^ ^"""""^ °^ P^°P- 
tion to any differenUslntntfitre^ ^^^^^^^^ -la- 
payers they are not equitably treated in l u P'^°Perty tax- 

Another aspect of tlx equftyTs ^ Sron. 
Americans that ^^^^ion\Z:u''l:'Zl^^^^ 
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ability to pay. In any system of school finance where local 
units must contribute their own taxes to the support of local 
schools, this principle will require some estimate of each dis^ 
trict's ability to pay. The tax burden could then be varied with 
that ability. At present this type of equity is rarely achieved, 
and even where an attempt is made, the measure of ability to 
pay is usually no more sophisticated than property value per 
pupil. That is far too crude and incomplete a standard for ar- 
riving at a community's actual tax capacity to support its 
schools. To mention only one shortcoming, central cities are 
relatively rich in real estate and often have relatively few 
school children. That gives them high ratings in property 
value per pupil. But they are also relatively overburdened 
with expensive and necessary municipal services other than 
education. As a result, their property does not have as 
much ability to pay for schools as the less valuable, but also 
less taxed, property in many other communities. 

Education tax burdens can be made more equitable, and 
some of the likely ways for doing it are outlined below. The 
challenge to legislators— both from the courts and from a grow- 
ing voter awareness that the tax structure is not fair— is to 
decide what equity requires in their own states, and then to 
pass statutes which will bring it about. 

Fair distribution of educational benefits, in a democratic so- 
ciety, means making the effort to provide every child with 
equal educational opportunity. This is a longstanding goal— 
in fact a fundamental purpose— of free public schools, but that 
does not make it easy to achieve. Perhaps the most difficult 
obstacle is the rather wooden (but well-intentioned) notion 
that equal opportunity exists when all children receive iden- 
tical educational services. In terms of school finance this would 
define equity as a matter of spending the same amount (per- 
haps adjusted for regional cost differentials) on every child. 
In view of the indefensible disparities in per pupil spending 
now, the idea has a certain surface attractiveness. It would 
at least be an improvement over a system which works to 
short-change so many, so irrationally. 

A moment's thought will show, however, that an equal- 
dollars approach (unless the amount of dollars is extraordi- 
narily high) is inadequate to the goal of equal opportunity. At 
best, it would produce equality without fairness. Fairness re- 
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quires recognition that children themselves are not identical, 
and therefore neither their schooling nor the amounts of 
money spent on it should be identical. They come to educa- 
tion with different aptitudes, different interests, and from 
sharply different circumstances. The goal of fairness in 
public education is that, notwithstanding the differences, all 
children should stand on an equal footing as they cross the 
threshold from childhood to independent maturity. They 
should be equally well equipped to build satisfying adult lives 
in a free society. 

This is an idealistic, egalitarian, democratizing goal, to be 
sure. It is also a deep-rooted motive force in America's com- 
mitment to public schools. Its clear implication for school 
finance is that those with greater educational need, whether 
they are educationally disadvantaged or exceptional students, 
should receive the benefits of greater educational investment 
That IS easy enough to see in the case of children who are 
blind or physically handicapped. It is not always so persua- 
sively evident when the marks of educational impediment are 
poverty, social isolation, or accumulated racial oppression. 
The challenge to legislators is to decide what educational 
investment policy will yield the greatest equity dividends in 
their own states, and then to enact legislation which will make 
that policy real. 



Local Funding: Some Practical Limits 

Confronted with the dual crisis of inadequacy and inequity 
It IS certain that school finance will loom very large on state 
legislative agendas for the next several years at least. State 
constitutions, traditions, and realities of our governmental sys- 
tem make it inevitable, desirable, and, indeed to some extent, 
legally mandatory that financial policies in education will be 
decided at the state level. In many states the governors will 
contribute major leadership. But in all states the legislators 
will cast the deciding votes. 

Free public education-often required to be "thorough and 
efficient" or a "uniform system"-is a self-imposed constitu- 
tional obligation in virtually every state. Characteristically the 
state governments have delegated operating responsibility and 
much taxing authority to local units. Safeguarding the 
strengths of local control will doubtless be a high priority in 
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any fiscal policy. But the states have always shared im- 
portantly in both setting standards and providing money for 
their local school districts. The pre-eminence of the state in 
education is clear. 

One reason is the practical impossibility of resolving the in- 
adequacy/inequity crisis at local levels alone. Quite apart from 
litigation, state governments have been under year-by-year 
pressure to increase their general aid to local districts. They 
alone have the taxing capacity to undergird public schools at 
the levels now required. With the entry of the courts into 
school finance affairs, the demand for state-level leadership is 
even greater. The states alone have the breadth of jurisdiction 
combined with closeness to local concerns, to insure fair edu- 
cational treatment of all their citizens. 

Another reason is the extreme unlikelihood that the federal 
government will step in and take over the states' public school 
funding responsibilities. Washington's financial role in edu- 
cation has hovered around a mere 7% of total school spending 
since 1966. It is likely to increase substantially under some 
form of revenue sharing or other aid to hard-pressed states 
Perhaps it will even double or quadruple, as often recom- 
mended. But public education will remain a constitutional 
preserve of the states, and no imaginable amount of federal 
aid will relieve state legislatures of their task in school finance 
policy. 

DISTRIBUTING THE MONEY 
Differential Spending 

It has already been emphasized that principles of equity 
and equal opportunity do not call for equal expenditure for 
every pupil. Nor has any court required such a rigid stand- 
ard. On the contrary, there are numerous reasonable factors 
which would justify some districts (or some schools, or some 
children) having more money available than others. For in- 
siaiicei 

• There are student categories with special instructional 
needs, requiring school programs more costly than the 
norm. For the most part these are exceptional children or 
children with unusual learning problems: the blind or 
deaf, the emotionally and mentally retarded, those with a 
non-English mother tongue, etc. 
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•There are larger student categories whose social and 
economic circumstances create a general need for extra 

hiZn '""^ '""^^^ very poo" 

children m remote and isolated rural areas. thoVe with 

T^eTTLTi''^''^' '^^^'^ '^^^^^^ ^"'^ those who 
spend much of the year in migrant labor camps. 

• There are school districts whose unit costs for goods and 

rTr wr ^'^''^^^""y -bove the median for all dis- 

rma%r^t'^'r^"''"°" ^P^"^' t^«»^P°rtation becomes 
a major item for every student, and the overhead cost of 
libraries or laboratories or specialized teachers may be 
out of proportion to what it is elsewhere. In central 

:rel;^f^rn^■^^^^^^• ^^"^^ ^^"^ 

still other districts have social characteristics which are 
regularly accompanied by above-average school expense 
crowded housing, one-parent families. tuSos's teen- 
age unemployment, etc. The high concentrat^n of d sal 

ra^v^rr ^"^^ --^^^h 

• And as already mentioned, a typical fiscal difficultv for 
city districts is that their local tax base is overioaded w th 
competing requirements for other public servTces 

for"d?fferl1S7un^ ''^"'5' ^""^-^^"^ ^«^t°« ^vhich call 

School Finance, there is obv^ou an^ur^n^nS^^^^^^ 
cost-of-education index and an education'ids fndS 'with 
the former, districts could be comoarerf fnTfll . 
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lators are far from helpless. They do have their common sense. 
They have differing social policy preferences as to which 
schools or children should be favored with extra resources. 
They have the testimony and financial experience of schools 
in their own states and others. They can hammer out their own 
distribution guidelines — and easily improve on the present pat- 
tern of simply giving the rich more. 

As a specific aid, the detailed research of the National Edu- 
cation Finance Project has already yielded a preliminary table 
of relative costs for nine categories of students. In compari- 
son with ordinary pupils in grades one through six, for ex- 
ample, the table shows that kindergarten programs typically 
have a cost factor of 1.3; compensatory education, 2.0; and 
junior high school, 1.2. Of course these are not prescriptive 
figures. Legislators might well make a different value judg- 
ment from current practice, and decide, for example, that 
greater community benefits would result from funding kinder- 
garten or pre-school at 1.8 and compensatory programs at 2.5. 

Where these numbers and judgments make a difference is in 
how the state distributes its aid to local districts. Once one 
moves beyond a simple equal-doUars-per-child allocation, there 
are several alternative ways in which typical differences in 
need and cost might be acknowledged: 

• Pupils can be counted (and therefore general aid allo- 
cated) on a weighted-category basis. The policy and polit- 
ical questions are what categories to use (grade level? 
income level? test-score level?), and what weights to 
assign. 

• The state can provide an array of categorical-aid grants 
targeted on particular types of students (e.g., under- 
achievers or non-English speaking) , or in particular fields 
of instruction (e.g., reading and math). 

• The level of a district's general aid can be keyed to cer- 
tain socio-economic characteristics of the district as a 
whole, or of its school population. Family income, median 
educational level of parents, or infant mortality rates might 
all be factors in determining how much state funding 
a district receives. This approach particularly recognizes 
the out-of-school educational importance of the community 
in which the school exists. 




• A district's aid entitlement could vary with its tax ca- 
pacity and tax effort, or with its market costs for key 
educational items. The effort here is essentially to equal- 
ize the buying power of local districts, regardless of their 
local wealth or local price index. 

There are advantages and pitfalls in each of these approaches. 
When features of one are combined with features of another, 
on top of existing traditions and expectations in a given state, 
it becomes immensely complex to estimate just what the fiscal 
impact and distribution effect of any new proposal might be. 
Legislators must have such estimates, nevertheless, for no 
state can simply copy another, and even the best intentioned 
policy plans can backfire when actually applied. It has to be 
known before the law is passed, for instance, whether favor- 
ing AFDC children will have the unintended effect of 
penalizing the poor in districts where other measures of family 
poverty are more accurate. In order to know, legislatures 
must have skilled staff, available time on computers, and 
adequate comparable data from every district in the state. 
The inevitable political trade-offs in actually passing legisla- 
tion will be sounder and longer lasting— and more beneficial 
to school children — if they can be made in a framework of 
reliable prediction. 
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The principle of full state funding (FSF) is simply that the 
state should take direct responsibility for distributing (and 
collecting) an overall education budget. It is important to 
recognize that all states already take indirect responsibility 
for funding, by setting the terms and conditions under which 
local districts levy taxes, and by supplementing local revenue 
with various forms of state aid. FSF has often been pro- 
posed as a way of gaining flexibility in school finance and pro- 
viding more adequate revenue from a broader tax base. Now 
it is strongly urged in many quarters as the most promising 
way of assuring equity as well. Virtually every specific school 
finance reform proposal, no matter what proportion of total 
funding the state provides now, calls for some increase in that 
proportion, though not many call for raising it to 100%. 
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The three most difficult questions about FSF, regardless of 
the distribution formula, are these: 

• Would FSF give any district less money than it has now? 
If so, who can be expected to vote for his own "levelling 
down"? 

• Would FSF "level up" all districts which now have less 
than the highest spending, or all which have less than 
some amount agreed (except by those with more) to be 
adequate? If so, where will the new money come from? 
If not, what is the gain in equity? 

• Would local districts be prohibited from taxing them- 
selves to add on to the FSF figure? If not, won't the pat- 
tern of wealth-based disparities persist? If so, isn't com- 
mendable local initiative being discouraged? And won't 
wealthy communities find ways around the prohibition 
anyway? 

These questions are not impossible to resolve by a leg- 
islature which has imaginative leadership, time to work 
out effective compromises, and a realistic prospect of new 
revenues. Grandfather clauses and save-harmless provisions 
are an obvious concession to the wealthy. Levelling up by spe- 
cified steps over a short time-certain period may reassure low 
spenders and stretch out the tax increase. Add-ons to state sup- 
port can be power-equalized (see below, pages 29-30) , made 
contingent on referenda, or both. One can speculate that courts 
will not be rigidly purist where there is a serious effort to 
achieve equity through full state funding. But one can also 
speculate that without strong, serious leadership, legislatures 
will avoid full state funding as long as possible. 

More State Funding— Less Local Control? 

The simple answer to this question is that it depends entirely 
on what the legislators decide. Significantly, extensive re- 
search by the President's Commission found no correlation be- 
tween degree of state funding and degree of state control over 
school programs. A recent conference of southeastern educa- 
tors and legislators turned up few complaints or fears about 
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the country. Of cou .^P^-^t than other parts of 
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What About Capital Budgets? 

No legislature will be able to turn its attention to school 
finance without running into the question of what to do about 
capital costs. Many states provide some construction aid. At 
least one (Maryland) has already moved to full state funding 
of construction in an effort to relieve pressure on local taxes 
for operation. Capital budgets are indeed a major ingredient 
in both the adequacy and the equity dimensions of school 
finance. To revise the way they are funded will require as 
much attention to detail and policy as is now being given to 
the task of equalizing operating expenditures. 

Power Equalizing: Local Tax Burden and Yield 

Under a full state funding plan the state itself would both 
collect and distribute all (or almost all) the revenues for 
education. All such proposals call for uniform taxes— prop- 
erty and otherwise— levied statewide, and therefore solve 
quite simply the problem of equity for taxpayers in regard 
to school finance. 

Redistricling for Equal Wealth Districts 

If local levies continue to finance any substantial portion of 
school costs, however, the equity problem must be met some 
other way. One approach might be to equalize the property 
tax base for schools by dividing the state into a few large 
taxing regions, each with approximately the same value of 
taxable property per pupil. The voters or taxing authorities 
of all such regions would then have equal resources to levy 
against, and could set their tax rates at the levels required to 
yield the amount of revenue desired. Probably because it 
seems to subordinate local districts to an artificially con- 
structed intermediate layer of government, this regionalization 
approach has attracted little support so far. 

District Power Equalizing 

Much more widely discussed is another proposal which 
would give all commu.-iities equal access to property tax rev- 
enue, but do so without rearranging tax bases or tax bound- 
aries at alh What it attempts is to equalize all districts* power 




to obtain tax receipts, regardless of their property wealth or 
property poverty. Under district power equalizing, as this plan 
is called, the state would guarantee that every district taxing 
its property at a given rate would receive the same number of 
dollars per pupil in return for that effort. The heart of any 
power equalizing plan would be a schedule, enacted by the 
legislature, relating local tax effort to guaranteed tax receipts. 
Each mill of the local levy, for instance, might have the stipu- 
lated "power" to bring in $25 per pupil in the district. If 
the district had low property values, and the mill levy actually 
raised less than $25, the state would make up the difference. 
If the mill levy raised more than $25, the state would recap- 
ture the excess and use it for redistribution. 

Power equalizing formulas can be combined with flat grants 
from state taxes, minimum effort requirements, dis-incentives 
to expenditure above a certain level, and any number of re- 
finements. In all variations, though, school funding is a func- 
tion of tax effort, not tax wealth, and local districts retain the 
two-part choice of how much effort they want to make and 
how much budget they want per-pupil. The local property 
tax continues as a major revenue producer for schools, but 
state policy determines how that tax is imposed and how much 
it will yield. 

Needless to say, power equalizing has few attractions for 
those districts whose property would bring more revenue per 
mill than the formula allowed. In most instances that includes 
not only the privileged enclaves of the rich, but central cities 
with high-value property rolls and low-income school rolls. 
Unless drastically offset by large categorical grants, or com- 
pensatory weightings in flat-grant aid, or a factor acknowledg- 
ing tax overburden for other municipal costs, power equalizing 
for urban districts could well mean higher taxes and less 
money— less power, that is, to make school finance reform the 
servant of school performance reform. 

RAISING THE MONEY 

Tax policy questions are every bit as complicated as school 
policy questions, and of course are intertwined with them in 
the crisis of school finance. In all likelihood most legislatures 
will find it impossible to take up school finance reform without 
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being pushed toward major revision of their total state-local 
fiscal system. And in many states, tax reform will be the route 
by which legislators come to questions of education policy. 

Traditionally in this country the ad valorem property tax has 
been the mainstay of local government. Some states protect 
this mainstay by constitutional prohibition of any state-levied 
property tax. Since education has been the chief business of 
local government, the property tax has been in large part a 
tax earmarked for schools, and is thought of as such. The tradi- 
tion developed, of course, in a time when property— especially 
land— was a much truer and more comprehensive measure of 
wealth than it is today. In any event, the sufficiency of prop- 
erty as a tax base for schools has long since disappeared. 
Education now draws heavily from other revenue sources in 
order to survive at all. Although property remains virtually 
the only source for local school funding, in most states' school 
finance picture it is actually just one ingredient of a tax mix 
which also includes sales, excise, and (increasingly) income 
taxes. 

That being the case, it seems superfluous to continue assum- 
ing that schools have a special claim on property tax receipts. 
If the states are to expand their role in school finance, they 
will inevitably seek ways to recapture some local property tax 
money or to pre-empt part of that tax base with property 
taxes of their own. Such statewide receipts, however, could 
be mingled with other state revenues as a single pool for com- 
mon state purposes. There is no need to earmark one tax for 
schools, another for health services, a third for the highway 
patrol, and so forth. There is no particularly appropriate tax 
for any fundamental state function. 

The point is not made just for theoretical neatness. It is 
made in support of maximum fiscal flexibility for state gov- 
ernment. School finance ought not to hinder such flexibility, 
and with no earmarking of "school taxes'*, it would not. 
Legislators could then freely debate the best and most feasible 
revenue package for their state, without entangling that sub- 
ject (difficult enough in itself) in their quite different debate 
about the best and most feasible school funding policies. 




MINNESOTA 
by Anthony Morley 



When the state legislature convened for its biennial session 
in January, 1971, Minnesota had a school finance system fairly 
typical of the rest of the nation. Statewide, not counting fed- 
eral grants, something under half the money for public 
schools came from general state revenues, and something over 
half from local school district property tax levies. The state- 
local ratio (always difficult to calculate precisely) was about 



When the legislature adjourned — ten months, one guber- 
natorial veto, two extra sessions, one influential court decision, 
and innumerable hours of lobbying, costing-out, trade-off 
discussions, and conference iiommittee arguments later — 
Minnesota still had a state-local school finance system, but 
it was no longer typical. The ratio had been dramatically re- 
versed. For fiscal 1973, according to best estimates, the state- 
house share will be 70% or more, and local districts will have 
to raise only 30% or less. Still, H.F. 262, the bill which finally 
passed and was signed, is a revision of what existed, not a 
totally new start: it did not revolutionize, it reformed. 

This chapter reports on the substance of that reform, and the 
zig-zag political process by which it came about. 

THE STATE-AID PACKAGE AND TAX STRUCTURE 
BEFORE 1971 

Minnesota's state support of its 438 local school districts was 
(and still is) a combination of flat grants, a foundation aid 
plan, and categorical grants for particular types of programs. 
During 1970-71 it looked like this: 

Flat grant: Every district in the state received $141 per 
resident pupil (K-12) in average daily attendance (ADA). 
Tax-base did not affect entitlement to this subsidy, but it was 
subject to downward adjustment in those very few districts 
which made less tax effort or spent less per pupil than the 
foundation minimums. For purposes of the flat grant, pupils 
were weighted by grade level: They were counted as 0.5 in 
kindergarten, 1.0 in grades 1-6, 1.4 in grades 7-12, and 1.5 in 
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vocational-technical schools. The flat grant accounted for ao- 

In addition, school boards received $30 for each child 
between the ages of six and sixteen in theVr district from ear- 
marked receipts from the 3% state sales tax (on y sixteen 
year-olds actually in school were counted). FinaUy each d's' 
tnc received reimbursement from the state to replace rev" 
nues lost when certain types of business personal propertt 
were removed from the tax rolls in 1967 Property 

J^T^'^'^V''^'' u'^^ '^^^ guaranteed foundation for public 
school operatmg budgets in 1970-71 was $404 per pu?S in 
ADA (pupil count weighted as above). Local districts were 
required to tax at least 20 mills on the equalS asse^ed 
valua jon of their property. (These mills. caUed eXrc Jls 
after the Equalization and Review Committee, are equivalent 
on he average to about one-third of the auditor's S a" 
tually levied in the counties.) If 20 EARC mills plus the 
$ 41 flat grant did not come up to $404 per pupil the 
state provided the difference. Every district did tax more 
than the minimum, and computation of receipts from the 
mimmum millage qualified 368 of them (out of 438^ for 
oundation aid beyond the flat grant. ThSe o^da ion in 
XTs " 33% of state payments for'^o^I 

mum!war''' g^^"* ^ini- 

(weighted ADA x $404) - (revenue from 20 EARC mills) 

equals 

state aid, but in no case less than $141 

so??ere nt«fi ''"^ P^°g""^ ^ Minne- 

T^Z foAZ tJ^^^^ transportation, special 

ruV2oTof;::aii!itrair^^^^^^ 

Money to pay for these various state aids came from Minne- 
sota s general tax revenues. The chief money raiser^ w^re a 
3% state sales tax, state personal and corporate income taxes 
and excise taxes. They produced, respectively. 18%!^5% and 
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7% of the total state operating budget for all purposes. Ele- 
mentary and secondary education, in turn, took 36% of the 
overall state tax receipts. The only tax earmarked for educa- 
tion was a portion of the sales tax, paid directly to districts in 
the form of per capita aid. The state 45% of public school 
expense, in turn, took about 20% of the total state operating 
budget. 

At the local level, school support came almost entirely from 
the property tax. A wide range of EARC valuations per pupil 
(from $854 to $30,236) accompanied an equally striking range 
of both local mill levies (from 30 EARC mills to more than 
100) and local per-pupil expenditures (from $384 to $1,052). 
Inexorable arithmetic forced a pattern of poor districts with 
high taxes and rich districts with low taxes. Since the state- 
wide average was about $710, there could be little equaliz- 
■ ing effect in the $404 guaranteed foundation; and, of course, 

the flat grant provision actually increased disparities by 
giving rich districts an extra subsidy while adding nothing 
to the foundation already guaranteed to poor districts. 

PRESSURE FOR SCHOOL FINANCE REFORM 

There was no great head of steam for school finance reform 
{ in Minnesota in 1970. The state's tradition of support for 

{ public schools was still strong. While voter resistance to local 

tax levies and bond issues was increasing, there were no signs 
that it stemmed from discontent with the schools as such. 
4 While there were inequities a-plenty between rich districts and 

: poor, no Serrano-type decisions or publicity had yet drama- 

?r tized them in the public eye. No major district was threatened 

J with bankruptcy. None was seething with tension over teach- 

\ ers' demands, student unrest, racial hostilities, poor reading 

I scores, community control. Some people were concerned, 

I active, and taking sides in all these areas, of course, but for 

I the electorate in general, school issues and budgets to deal with 

I them were simply not very high on the agenda. And since 

f the public was not exercized, neither were the legislators. 

j The people's chief concern was taxes, and controversy 

i centered on how money was raised rather than on how it 

i was spent. Since so much tax money went for education 

I (53% of local levies, 36% of statewide collections), there 
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was no way that tax worries could not eventually involve 
schools. But it was tax problems which came first, and edu- 
cation problems second— an order of concern that shaped 
both the process and the content of school finance reform in 
Minnesota. 

As in other states, local residential property taxes had risen 
steeply during the 1960's, and thus both parties were under 
pressure to provide some property tax relief by the time of the 
1967 legislative session. Democratic-farmer-labor representa- 
tives (DLF) urged increases in a progressive state income tax 
as the solution. However, Republican legislators, a comforta- 
ble majority in both houses, preferred a statewide sales tax 
and, over deep-seated DFL opposition to any sales tax, enacted 
a 3% sales tax and abolished all local taxes on business per- 
sonal property. 

The 1967 "Tax Reform and Relief Act" earmarked some 
of the sales tax for per-capita payments to school districts, as 
already mentioned. It also reimbursed the districts some $40 
million dollars each year for income they would have had from 
business personal property taxes. (The amount of reimburse- 
ment was based on 1967 business inventories, and thus bore 
less and less relationship to current economic activity or the 
needs of any district.) Most importantly, the 1967 law gave 
homeowners a credit for 357o of their real estate tax (exclud- 
ing levies for bonded debt), up to a $250 maximum. Using 
sales tax receipts, the state made up this credit by dividing 
the amounts claimed between local municipalities and local 
school districts— two-thirds and one-third in the three large 
cities; equal shares in the rest of the state. 

All these features were intended to lessen the burden of 
local property taxes, but the practical effect seemed, in fact, to 
increase property taxes. With the "homesteader's credit," in 
particular, school boards and town councils could raise the 
rates and still make new taxes look like a bargain: a dollar of 
income for only sixty-five cents on the actual tax bill. In 
any event, the year after tax relief saw the sharpest property 
tax rise in Minnesota history— the hikes largely for school dis- 
tricts committing themselves to higher teacher salaries. So 
despite the changes of 1967, by 1970 property taxes were 
higher than ever, and homeowners renewed their demands 
for tax relief. 
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In the 1970 gubernatorial race, tax policy was bound to be ! 
an issue. Wendell Anderson, a state legislator from St. Paul f 
nominated by the DLF, determined to make it the central | 
issue. Douglas Head, Republican nominee and former attor- j 
ney.general, helped focus the tax question as pre-eminently 
a school finance question. ! 

Anderson pitched his campaign to the tax-burdened blue- 
collar homeowner . Without being very specific, he promised 
a better mix of taxes for people caught between inflation and 
recession. The Republicans had had their chance in 1967, he 
said, and only business interests had really benefited. It was 
a class appeal, along typical lines, on economic issues. 

In a mid-campaign debate before the Citizens' League of 
Minneapolis-St. Paul, the candidates focussed on education 
funding policy. One League recommendation was that the ! 
state should genuinely equalize education aid by assuming the j 
total operating costs of local school districts, possibly by im- 
posing a uniform statewide property tax. 1 

Anderson explicitly endorsed the League's recommendation 
for equalized school support. State funding by means of a state 
property levy, he added, could be a possible way to accom- 
plish the goal. 

Head was more guarded. On reflection, he treated Ander- 
son's endorsement as an opportunity to go on the offensive 
against the DFL in regard to taxes. Two days following the 
Citizens' League debate. Head attacked his opponent for even 
considering a statewide property tax. State funding of the 
schools, he implied, would cost far more than mixed state- 
local funding. Anderson stuck to his endorsement. While 
still pushing general tax reform, and always charging the 
GOP with favoritism to business, he let the specific issue of 
school finance become more and more visible. By the close of \ 
the campaign, his promises of property tax relief and of fairer 
funding for schools were inseparably linked. 

On election day Anderson won easily, and DFL candidates 
even came close to capturing the historically Republican leg- 
islature. In the new House, Republicans had only a 70-65 
margin, and in the Senate less than that, 34-33. Without having 
stressed education at all in the early campaign, along the 
way to the statehouse Anderson and the DLF had apparently 
picked up a mandate for school finance reform. 
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GOVERNOR ANDERSON'S "FAIR SCHOOL 
FINANCE PLAN" 

In his first budget address, in January, 1971, Governor An- 
derson offered a "Fair School Finance Plan"— the first such 
plan ever presented by a Minnesota Governor. Traditionally 
the House Education Committee, working closely with staff 
professionals in the State Education Department, wrote the 
appropriations bill parcelling out the money designated by 
finance committees. Now Anderson was bringing tax politics 
and education politics together into the legislative arena. 

The budget address outlined Anderson's view of the inade- 
quacies of the overall state fiscal system, with its heavy re- 
liance on the local property tax. With the per-pupil costs of 
education, the most expensive public service, averaging 
$300 more than the maximum guaranteed state aid of $404 
local districts were pushed to intolerable property tax levels.' 

Anderson urged tax relief through a policy of limiting the 
amount of revenue derived from property taxes and meeting 
most of the costs of education from state non-property sources 
His proposal called for the state-funded, non-property share 
of school operating costs to rise from the 1970-71 level of 43% 
to 70% by 1972-73. ' 

Beyond the issue of tax relief, of course, there remained the 

o"!l/i"T"'" of raising the local share 

(still 30% by 1972-73 under the Anderson proposal) Still 
eight months before the Serrano decision, Anderson's school 
aid formula was aimed at redressing the imbalance. 

The Pr<q)OBal for School Finance Reform 

The governor planned a two year transition period to imple- 
ment his proposal in the following way: 

1. The foundation level for state supported expenditures 
per pupil would be set at the Education Department's esti- 
mated statewide average of actual operating costs for each 
year. These figures were $780 for 1971-72 and $819 for 1972-73— 
approximately double the existing foundation of $404. 

2. For the first year the local tax-effort requirement would 
also double, to 40 EARC mills (still well below the statewide 
average); in the second year it would drop to 33% mills. 
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3. Since any millage imposed above the minimum would 
reduce state aid by as many dollars as it raised, in principle 
the local levy minimum would also become a local levy maxi- 
mum If this principle were strictly adhered to, all districts 
would soon have the same property tax rate, and Minnesota 
would have enacted a statewide property levy without quite 
calling It that. In actuality the Anderson proposal required 
several major exceptions to the uniformity principle: 

a) In an attempt to compensate Minneapolis, St. Paul 
and Duluth for municipal tax overburden, Anderson pro- 
posed that these cities would receive in the second year 
full foundation aid with only 28% mills as their EARC 
education levy. In effect, the city government would have 
five mills extra for other needs. 

b) Lest any district be levelled down in faculty or pro- 
grams, a grandfather clause was proposed for all which 
had been spending above the average. They could con- 
tinue local taxes at whatever millage (above 33%) was 
required to maintain existing expenditures, plus a cost-of- 
hvmg increase. Their state aid, of course, would still be 
pegged to the $819 average. 

c) There was also an exception at the low-spending end 
of the spectrum. Instead of instantly levelling up all dis- 
tricts spending less than the state-wide average, Anderson 
proposed to stretch the equalizing process over six years 
In the first year a low-spending district could advance one- 
sixth of the dollar distance between its previous year's 
actual per-pupil cost and the current year's estimated 
statewide average. In 1972-73 they could close the remain- 
ing gap by two-sixths, and so forth. The practical effect 
would be to start their state-aid foundation guarantee be- 
low the average, and bring it up in six annual steps A 
proportionate initial increase and the same gradual in- 
crease, would apply also to each such district's required 
local mill levy. 

d) Finally, if any district wanted to add on still more to 
Its allowable maximum school millage, it could do so by a 
referendum. ^ 

4. Only in the first year would the Anderson plan have 
kept a minimum flat grant (raised to $215 from $141 per 
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pupil in ADA) for every district. In 1972-73 it would be 
dropped, and state aid determined by the formula alone. 

5. The greatly increased state aid was still to be distrib- 
uted on the basis of average daily attendance, with weighted 
pupil counts the same as before. 

6. Per-pupil payments from the sales tax and reimburse- 
ments for the business property exempted in 1967 would be 
abandoned. 

How Reforms Would Be Financed 

This plan required $390 million of new state money for edu- 
cation over the biennium. The governor emphasized that the 
amount was no more than expected cost increases under the 
old plan. So in a very real sense, he argued, the proposal was 
for $390 million of property tax relief. 

Nevertheless, achieving that relief through so dramatic an 
increase in the state share of school funding required unre- 
lieving some non-property taxes. New or expanded state pro- 
grams in addition to school aid required a grand total of $762 
million in new revenue — no small portion (if granted) of 
Minnesota's first $3 billion biennial budget. 

Anderson's tax proposals, to a Republican legislature, were 
in the best DFL tradition. Fully 80% of the new money was 
to come from increased personal and corporate income taxes. 
For most of the remainder he would hike excise taxes on cigar- 
ettes and liquor. There was no mention of increasing the sales 
tax. 



With proposals this specific, this far-reaching, and this ex- 
pensive laid clearly on the table, it was time for getting down 
to brass tacks in the Minnesota political process. Governor 
Anderson — aggressive and articulate, with a personal staff 
to match — had thus used his first days in office to press for 
turning around the tax- structure and for a major shift in the 
approach to local responsibility for school receipts. He could 
claim a mandate of sorts; he could hold center-stage in the 
media; he could define the agenda for debate. 

The opposition in the legislature, with prerogatives, pow- 
ers, and status of its own and claims to closer touch with 
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grassroots sentiments, could amend, bottle up, or replace what 
the governor proposed. And there were many special interest 
groups which felt that they would be affected by some aspect 
of the school funding and tax debate. It took ten full months 
to develop the dialogue which led to Minnesota's resolution of 
the school finance issues. 

First, the governor's proposals were drafted in bill form. 
Costing out the fiscal effects for every school district showed 
a need for modifications even before formal debate began. 
Throughout the spring, testimony was heard by the education 
and finance committees of both houses, and alternative bills 
were introduced to counter the administration effort. When 
the administration bill came to a vote in the House, it was 
defeated, and a more successful bill did not emerge. At ad- 
journment of the regular session in May, there was no new 
law for either taxes or school aid. 

The legislature was called into extra session during June 
and July and a "Senate Summit Bill," which was pushed by 
senior Republican leadership, got through the upper chamber. 
This bill was acceptable to the governor but not to Repub- 
licans in the House. The representatives narrowly rejected 
the Senators' work and passed a 130-page tax and school-aid 
bill of their own, basically the old foundation formula with 
a bit more money attached. The Senate acquiesced, and on the 
67th day of the extra session Anderson's proposals were finally 
scrapped, and Minnesota had the House bill for law. 

Governor Anderson vetoed the new bill, angrily denouncing 
those provisions which assured that "the higher your income 
and the wealthier your community, the less you pay and the 
more you get." With the legislature set to reconvene in Oc- 
tober Anderson asked the leadership to appoint a special ten- 
member Tax Conference Committee, which would go to work 
immediately on a new compromise that the full legislature 
could pass in "no more than a day." 

Once the legislature had reassembled, seven days of virtually 
non-stop negotiation and compromise (around the governor's 
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dining-room table) produced House File 262. The "October 

•THE ROAD TO COMPROMISE 

In addition to the governor's strong initiative, there were at 

S thTinTe'rnVIr^^^ ^ynamii of this strug- 

fnflni f ''^^ °^ legislature itself and the external 
influence of interest groups and lobbyists from around the 

As mentioned before, both House and Senate were much 
evitaW inT °' I'' '''^'""^'^ there tZit 

TsSirSi^-^-^^^ 

and school aid sometimes becam'e questions of how TZl' 
euver for influence and stature among fellow lawmlrs 
The balance of power was especially uncertain in th« 

Who voted with the Conser vatim ^J/r °"° '""'P""'"' 
"^e experienced and" .Zb b„t o^a^.r™.""" '"""^ 
the peop-e „Ho Had oo„.o„e'd "l^C^Z 

men who were comfortahlp wifV. r-u- , r 
and oriented primarUy Wrd k -^^^ 
partisan ralion^'i,;tagL;nre„,at^^^^ '"""'"""'^ 

:t''n:^Ttr„f---"~^ 

ere apt to meet compromise with intransigence, either 
The situation in the House was rather different Tv,„ u .u 
conservative n^jorit, was Slim (70-65,,i.tTs«„?„rgMo: 
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determined Conservative leadership to win in crucial tests 
of strength — such as the rejection of the "Senate Summit 
Bill" in July. The House leadership, moreover, appeared to 
want such tests as opportunities to put a brash young gov- 
ernor in his place. The House Education Committee chairman, 
in particular, resisted having his committee (and the Edu- 
cation Department as well) pushed to the fringes of policy 
power. The governor did not lack for quality and willing sup- 
port among DFL representatives, but they did not quite have 
the votes in the House, and that nearly cost the governor his 
program. Things were so balanced as to almost guarantee leg- 
islative immobility. On one side was a vigorous Democratic 
chief executive with a persuasive staff and an arsenal of data 
from his own state planning agency; on the other, knowl- 
edgeable and motivated Republican opposition, one in effective 
control of the lower chamber; and, in the middle, a mediating 
Senate, inclined toward change but separated by party al- 
legiance from the governor and by temperament from the 
House majority. Clearly the fulcrum of forces in this triangle 
was the Senate. And in the opinion of almost all observers, it 
was Senate Republican leadership which ultimately managed 
the October Compromise. 

Pressures, Changes, Trade-Offs and Compromises: The vari- 
ous bills at issue in this legislature involved not just educa- 
tion matters but taxes which would have a direct effect on 
scores of governmental units in addition to school districts. 
Therefore, virtually every citizens' group or special purpose 
organization could claim a legitimate self-interest in trying 
to influence the legislative outcome. A great many did try — 
some with general expressions of support or opposition, some 
by focussing on particular provisions they wanted or feared. 
Of the four large metropolitan dailies, two (in St. Paul) op- 
posed the administration proposals, and two (in Minneapolis) 
favored them. Business and banking interests testified against 
income taxes (especially corporate) and in favor of a higher 
sales tax. The state AFL-CIO and the Farmers Union argued 
just the opposite. The Minnesota Federation of Teachers went 
on record for equalized school aid and a statewide property 
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levy. The Minnesota Education Association took no position. 
The School Boards Association, unofficially, worked against 
any restriction or removal of local taxing powers. School 
superintendents testified individually, according to how the 
proposed formulas would affect their districts. City government 
officials backed all moves to increase municipal aid. Rural 
groups were wary in general of an Anderson effort to favor 
urban areas. The efforts of these groups were reflected in the 
modifications of the final bill. 

AFDC Pupil Count: Explicitly acknowledging municipal tax 
overburden, the original administration proposal provided a 
lower millage requirement for education in the three large 
cities. To Minneapolis public schools, though, this favor was 
unwelcome. They saw it as a millage ceiling (which it 
was), potentially blocking the schools from getting their fair 
share of total city taxes. A large city's true educational 
overburden, they argued, is its disproportionate share of 
disadvantaged children whose educational costs are greater 
anywhere. The three big cities enroll 56% of Minnesota's 
AFDC pupils. Minneapolis lobbyists claimed that the best 
way to aid center-city districts directly, and at the same time 
do justice to the 42% of AFDC children who live in rural and 
suburban school districts, was not by a tax break, but by extra 
weighting for disadvantaged pupils in the count of pupil-units. 
The argument prevailed. The millage differential for first- 
class cities was dropped, and a 1.5 weight for each AFDC pupil 
put in its place. For Minneapolis alone the change increased 
state aid by $4.5 million. 

Agricultural Property Differential: Rural opposition to the 
urban-oriented AFDC provision was strong and emotional, 
even in the face of clear cash benefits which the weighted 
pupil count would bring to depressed country districts. To 
help overcome this rural resistance, Minneapolis schools 
rounded up urban support for some vocational and special 
education provisions which would particularly help the rural 
and suburban districts. However, the key trade-off was the 
administration offer of a farmland tax benefit to balance cities' 
educational benefit. Minnesota Agricultural property had 
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ZlTf '"""^'^ substantial aid, without any corres- 
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and flat grant aid continues, at $215 per-pupil for at le-t 
J <tt gram m iy71.72, but only 19 in 1972-73 
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Slowing Down the Levelling-up: The DFL had to make 
another concession in the plan to put below-average districts on 
an escalator leading to substantial parity across the state in six 
years time. Though a gradualist plan, its probable cost scared 
he legislators, and they came up with a complicated substi- 
tute. Essentially, it keeps a tax-poor, below-average district 
where it has been relative to others by limiting all districts 
to the same cost-of-living-per-pupil increase ($87) over the 
biennium There will be some levelling-up effect in 1972-73 
because $87 is a greater proportionate jump in a low budgei 
than m a high one. Also, in calculating foundation aid, an 
above-average district must subtract any special education 
..I f ^'-P^P" ^""^'^Se cost figure. The net effect is to 
tighten the levy limitation in some grandfathered districts 
(If they happen to be heavily aided for handicapped chil- 

tdc?s ^ J" " '° '^'^'"y low-spending dis- 

tr icts. That is only minimally equalizing, a far cry from the 
original proposal. 

State Taxes: The final package of new state taxes, of course 
I 7^X^° a compromise. The governor had asked in Januar^ 

for $762 miUion new revenue in a $3-billion biennium budget 
'f ^^581 million new revenue in a $2 9- 

I billion budget. Over a third of the new money is a result of 

i raising the income tax on corporations and banks. These were 

I concessions won with difficulty from the Conservatives. In 

^ Jror^'c!'! *° tax and let it rise 

, from 3% to 4%, thereby creating another quarter or more of 

? the new money. The remainder comes from excises and mis- 

k cellaneous items. 

i Over half the increase will go to school districts under the 

I new formula for state aid. By virtue of this aid, and by the 

I limitations on local school levies, property taxes for the state 

i 11^^ ^"""^ '^^ «Sures are well below 

I what the governor first hoped, but they are far above what 

I th J 7 ^ legislature with his August veto, and 

I they clearly indicate a major change in Minnesota fiscal 
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PRESENT IMPACT AND FUTURE PROSPECTS 



The new fiscal policy resulting from the Minnesota tax and 
school finance debate has: 

1) reduced the homeowner's property tax; 

2) levelled out disparities in the burden of property tax; 
and 

3) forestalled any new escalation of property taxes and 
any re-emergence of the disparities. 

To the very large extent that the property tax is a school tax, 
achieving these objectives will influence tho state's educational 
policy as well. 

Homeowners' property taxes have already dropped, virtually 
everywhere in the state, by an average of 11.5%, though the 
fact that the drop is not much larger reflects how strong the 
upward pressure on property tax is. The overall reduction 
comes from a much larger percentage reduction in school 
operating levies, and (to a lesser degree) from the relief of 
municipal levies provided by increased municipal aid. Mean- 
while, the rise in other local property taxes (for such com- 
mitments as school debt service, pensions, metropolitan transit, 
or county detention homes) is continuing, eating into the 
reduction afforded by increased school operating aid from 
the state. In most places these other parts of any taxpayer's 
total property levy have risen more than originally estimated 
by the state planning agency, a difference which explains why 
the average reduction is 11.5%, instead of the predicted 2Q%. 
In some areas the lower school millage is almost wholly offset 
by increases in other categories. In a very few there are even 
slightly higher rates than before. 

Against this must be set the unquestioned fact that with- 
out the new law both school and municipal taxes would have 
risen substantially. Relative to what this year's tax bills would 
have been, property tax savings are far more impressive than 
11.5^. "Would have been," however, is difficult to spotlight 
politically, and even a realist can be disappointed that, with 
sales and income taxes up, property taxes still seem far from 
Iqw. 



In any event, there is not likely to be much pressure to re- 
turn to heavier reliance on the local school tax. Indeed, the 
tangible benefits of this biennium may make it persuasive to 
propose still greater operating aid for schools, a similar tax- 
sharing approach to capital costs, a further infusion of money 
into non-school budgets, or some con^bination of all three. It 
is probable that schools (and millagc elections) will no 
longer be the taxpayer's whipping boy. Though still the larg- 
est item, they are now a smaller proportion of local govern- 
ment costs, and limits have been set on how fast their spending 
can increase. 

A second aim of the new legislation — to diminish the tax dis- 
parities from one district to another — is being partially ac- 
complished, though local tax rates are still far from equal. 
In the Twin Cities metropolitan area, for instance, the spread 
between highest and lowest total local tax rates has been re- 
duced from 251 mills to 160 — or by more than a third. The 
narrowing of the gap results chiefly from new state help to 
schools in high-tax/low-expenditure districts (typically the 
modest-income bedroom suburbs) which benefit most from 
the new school aid formula. Low-tax/high-expenditure dis- 
tricts achieve very little tax reduction. Thus, the ceiling on 
tax rates is lowered, and the floor remains about the same. Of 
course, a gap remains. Some homeowners in the metropolitan 
area still pay 1.5 times the rate of others in total taxes, and 
more than twice the rate for schools; it is still the wealthier 
districts which pay the lower rates. This limited progress 
toward tax-rate equalization is not at all matched by progress 
toward equalization of resources for school children. As al- 
ready explained, there is to be very little levelling-up of 
what poorer districts can spend, and no levelling-down of 
what wealthier distrir^ts already spend. Optimists will say 
that greater equity in revenue raising is the prerequisite 
for equity in revenue distribution — and that some gains 
have been made here. Pessimists will say that mollifying 
homeowner-taxpayers distracts attention from the needs of 
children in school — and that now the state has simply taken 
over a pattern of serving these needs inequitably. Who is 
right will become much clearer in the next round of actions 
among the governor, the legislature, and the courts. 

To keep property taxes from resuming their upward climb, 
Minnesota now has a statewide limit on what may be levied for 
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MICmCAN 

by Clay HUes 



The move toward revision, of the system of financing pub- 
lic education is still in the proposal stage in Michigan How- 

whoh" by a governor 

who has made education his major theme, may break through 
the political deadlock this year. This November's baUot will 
in^ude two constitutional amendments that would dictate 

other'," u^! '^'^'"^ P«^« the way for 

others m he method of raising and distributing funds 

ITZrioT ri"" ^'^ Republican 

governor and the Democratic attorney-general have joined 
as p amtiffs m a lawsuit • seeking a declaration that the exist- 
ing school finance system violates both the United States and 
Michigan constitutions. 

BACKGROUND TO REFORM: CURRENT INEQUITIES 

The current method of financing Michigan schools relies 
heavily on local property taxes and results in gross and irra- 
tional discrepancies in per-pupil funding around the state. 
Some general operating funds for Michigan schools under the 
fe"derri l^T. T''''-"^ *° ^ ^''tent, 

IS the property tax levied in the local district: 

hnl!?!^'"'''^" X- An earlier court challenge by the Detroit school 
£tIoit7ui/"£1 T dropped.^The ba^ifcE of the 

ual stud.nt'n^ H ^^^"^^ ^"""^ educaUon on the basis of individ! 
oiilv^ "^"^ ''^^^ ^'^ Supreme Court in McInnU v. 
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Local Sources Revenue (Min.onsj 

Property taxes ' ^ 

Tuition from patrons ^Hi 

?f,v*n"e from revolving funds * 7fi « 

AH other local revenues 23 4 

Total Revenue from Local Sources $10370 

Intermediate Sources ?1.037.0 
State Aid 

Federal Aid "'^'^ 

Gifts and Bequests ^l'^ 

Total General Fund Revenues of Local DistTi^^T 
Add State Aid for Pensions and Social Security 
Total Revenues for General Purposes 



$1,878.4 
155.2 



$2,033.6 



gei^er^fCdlre^uS'"^^^ 46% of all 

aid, about 4% and alTotte L'u^^^^^^^ ^5^^> ^^^^-l 

Michigan's 2.2 million nuhH ? about 5%. 

in 624 school distrTc each of ^« educated 

for education in Sa^e ll^'tS^^^ ^^'^^^^^ ^^e 
attempt at equalization of geneS o^et.?''',^^. '"^^^ ^" 
P%.ng a formula which Has^dreVru^^^^^^^^ 

S!^"''"?,''""* ""'^ 2^^?i^n School 
posal, p. 12. *«rwon u>»tft (he Democratic Party Pro- 

re^ueS^^^^^ -hool districts as property tax 

prior year taxes and inte^es^a^d S^nJ^^^^^^ ™lSn o? 

includes any taxes levied by l^aHS J^t 1*^"''"*"* " abo 

lege operations and for pubUc Hhr,.!^ community cS- 

districts provide these seSwcei.'*'^ ^"^^^ "^e local school 

bolSr^^i^^^^^^ ^om food services. 



nated, the disparities among districts. The formula works in 
this way: 

The total assessed property valuation in each district is 
"equalized" (adjusted to compensate for varying local assess- 
ment practices) to obtain a figure representing 50% of the 
current market values of real property. This amount, reduced 
to a per-pupil figure, is the state equalized valuation per pupil 
(SEV) in the district. The state's per-pupil contribution is 
determined by multiplying the SEV by a "deductible mil- 
lage" (specified by law) and subtracting it from a "gross 
allowahce" per pupil (also specified by law).« 

For fiscal year 1971-72, the legislature specified two sets of 
"gross allowance" and "deductible millage" figures, one set 
for SEV's above $17,000 and the other for SEV's below that 
breakpoint: 

SEV's Below $17,000 SEV's Above $17,000 

Gross Allowance $661.50 $559.50 

Deductible Millage 20 14 

^ An SEV of exactly $17,000 would, under either formula, 
provide $321.50 per pupil in general state aid. If the local 
school millage rate were 26 mills, the 1970-71 statewide aver- 
age, the combined local and general state aid per pupil would 
be $763.50.« However, as the SEV moved away from $17,000 
in either direction, the amounts per pupil, calculated accord- 
ing to the appropriate formula (with the local millage rate 
held constant at 26 mills), would diverge more and more mark- 
edly. These formulas, applied to different SEV's, would pro- 

« State aid = gross allowance — (SEV x deductible millage) 

« Combined local and general state aid = 

[gross allowance - (SEV x deductible miUage)] + 
(local assessed valuation x local millage rate) 
For the purposes of these Ulustratipns, the local assessed valuation is 
assumed to be the same as SEV, so that the illusiration equation is: 
combmed local and general state aid = [gross allowance - (SEV x 
deducUble millage)] + (SEV X local millage rate). Hence, in a 
$17,000.SEV. 2e.mill district, the two formulas would work this way: 

a) Combined local and state general aid = [$661.50 - ($17,000 x 
.020)] + ($17,000 x .026) = $763.50 . X 

b) Combined local and state general aid = [$559.50 — ($17,000 x 
.014)] + ($17,000 X .026) = $763.50. . X 



vide different combined state and local per-pupil funds in the 
following pattern (which stays within the actual range of 
Michigan variations) if the state average of 26 mills were the 
school tax rate in each case: 





SEV 


Combined Local & General 
State Per-Pupil Funds 


A 


$ 6,000 


$ 697.50 


B 


10,000 


721.50 


C 


17,000 


763.50 


D 


20,000 


799.50 


E 


40,000 


1,040.00 


F 


60,000 


1,560.00 



Of course, local tax rates do vary considerably, but even 
greatly increased millages (which may be much harder for 
a low-SEV district to bear if the low SEV coincides with low 
income) can not overcome the low-SEV disadvantage. In 
order to match District E's per-pupil expenditures (see chart, 
above). District A would need a millage rate of 83.83; and an 
owner of real estate assessed at $20,000 would pay $1,676 
in school property taxes in District A and $520 in District B 
to secure equivalent per-pupil education funds. 

In addition to the revenue from local property taxes and 
state aid, calculated according to the ibove formulas, there 
are state grants for special categories of educational expendi- 
tures: transportation, vocational education, compensatory 
education, remedial reading and other special education pro- 
grams. 

The result of this scheme of education funding, a grossly 
uneven distribution of the state's educational expenditures, is 
shown in Table 4. 
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ever, are not eager to • ^ I^emocrats, how- 

The legislature anTst te Bo^^^^^^^ *° 

the Democrats, commissfoned „ 1966 an Ziv""'?"? 

tional opportunity in the state ^i. l ? ^ °^ 

December, 1967. and known »c J? ^'"^y' '^o'^Pleted in 
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gan^AssociatTon o?ptfr^"^^7|^^^^^ M'^^'" 
cJ^cteristiiT/r^^^^ the central 



74 



62 



COORDINATES OF REFORM: TAXATION 
AND DISTRIBUTION 



Against this initial backdrop of partisan efforts to steal the 
first scene in the school finance reform show, the governor's 
advisors worked out a set of proposals for consideration by 
the 1969-70 legislature: 

1. Drastic reduction of inequality of expenditures and 
inequity of tax burdens between school districts, a goal 
to be accomplished by: 

a) establishing a statewide property tax to replace 
the local property tax except for an optional 3 
mill enrichment tax (with an equalized yield 
based on effort rather than district property 
value) ; and 

b) guaranteeing a fixed allowance for each student. 

2. Introduction of a more "rational" education program 
that would, through comprehensive student evaluation 
procedures, direct resources toward the achievement of 
rationally determined objectives. A more efficient or- 
ganization of schools into larger, consolidated districts 
was also an aim. 

3. Increased accountability in the operation of Michigan's 
public education programs, by clarifying the lines of 
authority and responsibility in the administration of 
the state's schools. The elected partisan State Board 
of Education and their appointed State Superintendent 
would be replaced by a gubernatorial appointee who 
would have administrative charge of the system. The 
enlarged school districts, to be called regions, would 
be headed by gubernatorial appointees. 

Milliken did not offer an equally comprehensive taxation 
system to replace the lost property tax or the increases in 
overall educational expenditure that would be required by 
the equalization scheme. Besides the statewide property tax, 
he mentioned only an increase in the cigarette tax (earmarked 
for education) and a temporary reduction in the property tax 
credits against income tax payments. 
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A POLITICAL DEAD-END FOR THE 
INITIAL REFORM 

Mmiken's plans did not get far. The educational com 
mum^ cLd not like the plan for centralization of powt ^d 
It had been somewhat antagonized by the governors le^H 
ency to exclude it from his policymakbig. The rl^n ion t 
property tax (despite the shift to its stLSde equ"^^^^^^^ 
and^U^e reduction in property tax credits alienVd S 

The furor over aid to parochial schools and proposals to 
decentralize the schools in Detroit absorbed the SaLs' 
energy and mterest and blunted the relatively iLS 
oward equalization of taxation and slho 1 L^^^^^^ 
oriented Democrats and rural Republicans didT^^'on^plan 

protrsLfoTr' '-''^ ""^-^^^ ^° this 

ANOTHER PLAN: NEW (SOMEWHAT) AND 
IMPROVED (MOSTLY) 

Milliken was re-elected in the fall of 1970 h.,t ti,« i • , 
ture remained under Democratic contrnlT 

tained ite major themes: '''"'Nation package main- 

.ion to taxauot'^jprrviot 

a) elimination ot tlie local property tax; 

"* fJ^ZTl °' " 'nrilnent tax 
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c) replacement of the lost individual property tax 
revenues through a 2.3% increase in the per- 
sonal income tax (added to his request for a 
hike from 2.6% to 3.6% just to finance the gen- 
eral state budget, this would have resulted in a 
5.9% flat rate personal income tax) ; » and 

d) replacing the lost business property tax through 
a 2% value added tax. 

• Increased rationality: The governor called for con- 
solidation so that all districts offered K-12 programs. 
However, in an effort to remove the apparent threat of 
centralization in the earlier proposals, the plan was 
altered to eliminate the provision for governor- 
appointed regional directors and for regional control 
over school district budgets. The consolidated units 
were to be twice as numerous as (and therefore much 
smaller than) those in the initial plan. 

• Greater accountability: Because of the reaction against 
his plan to place the school system directly under the 
administrative direction of a gubernatorial appointee, 
Milliken decided to retain the state school board which 
would appoint the state administrator. However, in- 
stead of being elected (and, therefore, directly en- 
tangled in partisan politics), the board would be ap- 
pointed by the governor. Accountability was urged 
less as a system of more centralized authority and re- 
sponsibility, and more as a program of assessment, 
including assessment in which the local school district 
would play a significant part. 



This set of proposals seemed generally • acceptable at the 
outset. There was a widely recognized need for reform of an 
overall educational funding system that relied on the rela- 
tively inelastic property tax, which, in turn, was dependent 



8 A graduated income tax is currently prohibited by the Michigan 
constitution. 



POLITICAL STALEMATE 



65 




on the vagaries of local millage elections. And there was no 
strong opposition to the particular reform measures sug- 
gested. However, as in the previous year, school finance is- 
sues became overwhelmed by the political battle over state 
taxing and spending policy as a whole. The political factions 
in the legislature made agreement on any changes in school 
funding contingent on the acceptance of their pet programs. 
The speaker of the House, Democrat William Ryan from 
Detroit, insisted on increased welfare spending and a gradu- 
ated income tax. His condition for going ahead on the state 
budget was a constitutional amendment (to be decided in a 
referendum election) not only to eliminate the existing con- 
stitutional prohibition against a graduated income tax, but to 
require a graduated income tax. A Republican bloc in the 
legislature based acceptance of the governor's budget pack- 
age on immediate property tax relief— through a fall, 1971, 
referendum. Additionally, the Republicans insisted on imme- 
diate implementation (by August 1, 1971) of the income tax 
rise in order to balance the budget. 

The political bargaining was in a context of considerable 
time pressure, including two deadlines, the beginning of the 
fiscal year July 1, and the early fall statutory deadline for 
placing constitutional amendments on a November ballot. By 
June, a few concessions had been made: 

• The governor, who had pledged no new taxes before 
1972, agreed to the August 1 income tax hike. 

• The Democrats, who had wanted to keep the property 
tax for significant operating millage, agreed on 10 mills 
for school operations. 

A special committee of twelve legislators (three members 
of each party in each house) was suggested by Milliken to 
work out the details of a compromise on long-range policy as 
well as to break the stalemate on short-term budget bargain- 
ing. This attempt at a short-cut through the legislative opera- 
tions was not successful. While the legislative session was 
disrupted and delayed, the committee failed to negotiate any 
long-term agreements. 
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The collapse of this committee in mid^uly left the state 
with an immediate need for action on tax levels for the fiscal 
year which had already begun, and for support of the schools 
which were soon to open. By the end of July, a new tax bil 
was accepted. It raised personal and corporate income tax 
0 finance the state for another year-with some increased 
spendmg-and it responded to the demand for property tax 
relief by providing that the tax increase would be void if a 

r"'T'"' ^''"'""^ P-^^P^^'y ^^''^^ on 
the ballot by November, 1972. 

Right after House approval of this tax bill. Milliken ac- 
cepted a proposal by Ryan for a constitutional amendment 
combining property tax limitation and removal of the gradu- 
ated income tax prohibition (a modification of Ryan's earlier 
insistence on a required graduated income tax). However the 
resolution to put the amendment before the voters was barely 
passed by the House and remained stuck in a Senate com^^ 
mittee until the deadline for putting such an amendment on 
a November ballot had passed. The debates over tax policy 
which ailed to arrive at long-term solutions, had again ob- 
scured the issue of reforming the system of distributing funds 
for education in Michigan. 



PROGRESS IN 1972 



This year Governor Milliken has focussed on the details of 
tinn f ""^^""-^^^^ °^ •^^^^""e for schools and the distribu- 
tion of that revenue among the districts. The specifics of his 
proposals have been clarified, and the Democrats have recom- 
mended an alternative similar in its approach to both dis- 
tribution ard taxation. 

t.-on^.r'"'" °i legislature's failure to agree on a constitu- 
tional amendment altering taxation policy, Milliken's forces 
aunched a successful drive to obtain the necessary signatures 
nearly 300,000) to have two amendments placed 7n the bai 
this November. One amendment would simply remove the 
state constitutional ban on a graduated income tax ^Jhe 
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o*er, directed a. thedetails o, .„d schoo, f^, 

from 50 nulls to 26 mills, and, wittto teL? ^" 

cation, and intermediate school dStricte; 

~S* ^''^ °^ "bounties to a total of 8 

mills and that of townships to 1% mills 

-^IW an additional 6 mills, contingent on voter ap- 
restrictions property taxes 

d) require the legislature to establish a mpth^l f 

Facial eaucatton and compensatoiy educaUon. 

The proposed constitutional reouiremenl tl„,f .t , ■ . 
turc establish an "eoual onnor(,m« J ' ''Spa- 

ing school funds wSd pZTah^iT *^«»"- 
nor-s proposals for attETuSiS! SsTm o^d ^K*"™^- 

*h\S'i;e«;?4tJTnd\f arr-^-^ 
Which would diftrthut sirfu^ds^re-scS^fr 
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tricts (separate allocations for professional services, 
non-professional services and non-salary costs) ; 

b) the state would provide aid to local school districts for 
transportation; and 

c) local districts, in accordance with the proposed consti- 
tutional amendment's limitations, could, with voter ap- 
proval, levy up to 6 mills (equalized) for elementary 
and secondary school enrichment; and "any taxing 
unit" could levy up to 4Vi mills (not equalized) with- 
out voter approval for vocational, special, and compen- 
satory education and intermediate school districts. 

The most striking features of the governor's plan are its 
attempt to recognize, through a personnel unit formula, very 
fine variations among local school districts in the costs of 
"equal opportunity" and its allowance of a limited, equalized 
local add-on. 

The governor's foundation formula would have the state 
provide funds to hire up to 47 professional employees per 
1,000 pupils enrolled (or a pupil: professional ratio of 21:1). 
The basis of support for local school districts would be 
a professional service allowance which would vary among the 
districts according to regional variations in salary levels and 
the experience and training of the professional employees. 
The existing 59 intermediate school districts would be the 
"regions." A base professional allowance would be deter- 
mined for each region with individual salary requirements 
related to it according to an adjustment for experience and 
training. The reimbursement to each district would be the 
base professional allowance (for the region in which it was 
located) adjusted by the experience-training factor of its pro- 
fessional employees. 

In 1970-71 about 41% of the pupils in the state were en- 
rolled in districts with a professional: pupil ratio greater than 
47:1000. Under the governor's proposed formula, all of these 
districts (as well as the districts with a current ratio below 
47:100) could provide more than 47 professionals per 1000 
students by obtaining voter approval to use the enrichment 
millage allowance. Only 1% of the students were in districts 
where the enrichment allowance would be insufficient to 
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provide a per-pupil expenditure level equal to or greater than 
the current level. These districts would be "grandSrei" to 
maintain their high level of expenditure. "™ered to 
The governor's proposal calls for a non-professional service 
allowance for each district of 20% of the professional s™ 
allowance before any adjustments for the experience-traS 
factor or any fringe benefit allowance. Non-salary costs w3 
be covered by a statewide allowance of $100 pe/pupil 

All of these funds would be allotted in a Irnnn sum tn tu^ 
district. The question of local control woutdT^a^Terld bv 
leaving to the local district the responsibility for iS anJ 
for setting salary levels and schedules (with any coTlfct've 
bargaining at the local level) within the imits of the SeT 
sional service allowance for the district. ^ 

The governor's office has estimated the public elementary 
secondary education operating costs under Milliken's 
posals^and compared them to present costs, as shown Tn 
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The governor's revenue proposals to replace the property 

Pla inl Ihf f °' -^"PP"^^ '''' separately with' 

replacing the tax revenues from residential and agricultural 
property and business property. agricultural 

The $600 million now derived from residential and agricul- 

6 2% t1 «nT' n *' '"^^'"^ ''''' ^""^ 3.9% to 

The $500 million now obtained through the tax on 

tax'^^eseT'^'r'' '''''''' ^ "^^^ 

ri!^ in ::rfX"°"'' "^^^ ""'^ 

wnTS! f" r individuals of the personal income tax hike 
would depend on the relationship, for each person, between 
income and property value-and current local millage Ob- 
viousiy, those in a low-property value, high-income category 
would pay more, while people with relatively modest incomes 
and high property valu^farmers. for instance-would ex' 

vl^l «onr""fr'l' "''"''"'y' *here wouFd be 

variations in the effect on business of the shift from the 
property tax to a value added tax. depending on the plor! 
tK,n of value added by different types of business in re a«on 
to property value and current local millage. 

'° "'"""'^ the constitution and to 

method'n 1° '^'''"^ °^ and the 

sTatt . ,° '^-^"buting school funds, the governor and the 
states attorney general have sought relief in the courts' 

lafen^e'eoul/'' T""^ ^'''"^ °^ educ:tirv^:. 
la es the equal protection requirements of both the US and 

Michigan constitutions, they have asked the Michigan 

corThafthe \t ? °^ landmarkt^f 

cour , that the quality of a child's education may not be a 
Wion of the wealth of his local district. A decTsion in th. 
^J^^^"""- — theTd ^f Z 

re?oSS^"s,ift.*''' to be a plaintiff in a school finance 

§4 



In any event, in Michigan the groimdwork has been laid 
for restructuring the entire system of funding public schools, 
a transformation urged by the desire for fairness, compelled 
by the political necessity of property tax relief and perhaps 
soon imposed by constitutional law. The forward motion of 
school finance reform, repeatedly halted and diverted by 
political roadblocks, has carried the politicians and, probably, 
the voters far enough now to make major transformation 
almost certain. 
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KANSAS 



by Roberl Norris 

In early 1972, after a frustrating period of rising property 
taxes, declining state aid to education, several legislative 
studies of school finance, various legislative proposals fron^ 
interest groups, and a growing concern among educators and 
legislators about the inequality in the distribution of educa- 
tion funds in Kansas, Senate Bill 716, the School District 
Equalization Act, was offered as an answer to these problems. 

This bill, commonly referred to as the "district power equal- 
izing" plan, was the first plan submitted to the legislature that 
attempted to remove a school district's wealth as the major 
determinant of its operating funds for schools. It was consid- 
ered by some legislators to be not only an answer to the dis- 
satisfaction with the current system of financing public schools, 
but also an answer to the issues raised by the Serrano decision 
in California. 

The legislation did not pass. In fact, it did not get out of the 
Senate Education Committee. However, momentum for change 
has been established in Kansas, though it is difficult to predict 
when the changes will actually pass. There is some hesitancy 
among legislators because of uncertainty about the Supreme 
Court's pending Hodriguez decision. It is likely that the degree 
of change finally adopted in Kansas will be greatly affected by 
the Rodriguez decision and by decisions in local Serrano-like 
cases. 

This chapter describes the nature of the system of financing 
public primary and secondary education in Kansas, the forces 
at work to change that system, the events leading up to the 
drafting of new proposals and some estimates of what the 
future will hold. 



CURRENT SCHOOL FINANCING SYSTEM 

The basic program of state aid to public education in 
Kansas, a foundation plan passed in 1965, was designed to 

a) equalize per-pupil expenditures among districts by 
distributing relatively less state aid in counties with 
higher income and property wealth; and 



teachers. ^ ^ '"^ "'"'"'"^ ^'^^^^ "l^^lified 

A foundation support level-the "state guarantee"-is detPr 
mined for each district according to two principat factors 

""COQ)'* ''"'"'"^ ""'^ experience ("criteria of quality" or 
—pupil/teacher ratio (PTR) * 

To assure local districts the state guarantee, the state supple- 

^° «"°^ding to a formula 
based on a district's portion of the county taxing abilU??^ 

: maYe^'° thfdTr^ theTatetll 
to make up the difference between the state guarantee and the 
amount of revenue which the local districts are able to provide 
The economic index (which determines county abili^r^d 

legislative action along^r^^^^^^^^^^ 

dollar multiplier and the PTR factor. As we shall see ^he 
legislature growing more and more dissatisfied wui he for 

SeVfrrt^nrt^rofd^^ ^-"^ - - 

onlr,r^^',*^^'^ ^ ^^ '^^ "^^^"^"on in tangible property tax 
operating levies for schools and a . 5.5 million increaseTn toUl 
sta e spending for public schools, raising the state afd portion 
Si fpRfi ^"^^^^^ 25.1% to 36.87rBu^ 

bLk fn '.r""^' ^. 'T' operations were almos 

back to their original level, climbing 14.6%. State aid rose 

in l»b8, 16.7%; at the same time state aid was falling TV,o 
formula was proving inflexible. ^^"^ 
1, J^^ ^°"ndation plan had a feature which was supposed to 
keep spending for schools down to save taxpayers dona", t 
was called the "104% budget control" provision "N^d'Sri^^^^ 

tha'n mt'r.:'''''''' ^'i--^ P^r pupil more 

^^f- for such expenses 

per pupa m the preceding school year." The original kw con 
tamed six grounds for budgetary appeals. By 1969 70. the 

♦ State guarantee «= COQ x 760 (multiplier set by law) x PTR 
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grounds for appeal had increased to 16. Nearly 73% of the 
school districts appealed their 1969-70 budgets and won. . 

In 1969 the legislature passed a supplemental aid bill which 
provided for the distribution of $26 million in a manner dif- 
ferent from the foundation program. It was passed in 1969 
as a one-shot relief of property tax burden and it passed again 
in 1970 on a continuing basis. 

The $26 million was to be distributed according to a guar- 
antee per pupil and per employee, modified according to the 
wealth of a district (using an index of adjusted valuation per 
pupil). In 1969 the guarantee was $70.40 per pupil and 
$1,235.00 per certified employee. 

In 1970 the legislature further attempted to halt the property 
tax and school budget spiral with a tax lid and a restriction on 
local district budget increases. 

However, neither the foundation plan nor the supplementary 
state aid plan nor the tax and budget controls produced equal- 
ity of educational opportunity or lessened the property tax 
burden. 

While the costs of running schools have climbed, the state 
aid has fallen, and the property tax has borne the brunt. 
The failure of all the attempts to relieve the local property 
tax burden is evident in the following chart: 

School revenue breakdown in Kansas in 
percentage of total revenue 

YEARS 

Sources 64-65 65-66 66-67 67-68 68>69 69-70 70-71 71-72 

Local * 55.3 35.6 40.0 43.6 47.3 45.2 45.3 46.2 

County 16.3 20.1 16.7 16.0 15.5 14.9 16.7 15.7 

State t 23.7 35.3 34.5 32.2 30.1 34.2 33.0 29.9 

Federal 4.7 9.0 8.8 8.1 7.1 5.7 6.0 8.2 

Total 100.0 100.0 1000 100.0 100.0 100.0 100.0 100.0 

Total Revenue t 

in millions 233.6 259.5 292.3 319.5 355.7 390.9 402.4 430.5 



• Property taxes. 

Basically from the county foundation fund (also property tax). 

t Bulk from the state school foundation fund. Since 1969, 6 to 6.5% 
of the state aid figure has been made up of the supplemental state 
school aid. 

t These figures Include small amounts for junior college aid. 
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PRESSURE FOR CHANGE 

The pressure for major changes in the financing of Kansas 

h«!i,ir , ^"'^ supplemental aid plan considerable 

anSfr'J .''l"^ organization^ 

and mterest groups to develop alternative finance schemes 

The Kansas NE A, the state teachers' organization devSoped 
a funding scheme based upon local district tax effort rather 
than upon district wealth. ^ 

Fa^^^nVia """" ^""^^ the Kansas 

Farm Bureau was urgmg a shift of much of the property tax 
burden to a state income tax. P^periy tax 

. Jif- Association 0/ School Boards had difficulty 

agreemg upon a reform proposal because of the diverse nature 
of Its constituency. Like the Farm Bureau, however. KASB's 
nJS %T/° P^°P^^^y t- burden and ifpro! 

op::^ti;g"^:^^^ ~ -'-'^^ - p-p-p^ 

shL^nf Education, though not a major force in 
shap ng new education programs in the Kansas leg^lature did 
develop a plan similar to the KASB proposal 

In addition to these formalized plans, other interest groups 
particularly the utility and railroad interests, were making 
I'LTrit Also the laborTnS 

faxt and'nii!" '"l^-^^^^s-reduction in residential property 
rroLToinrs'^ ~ ^^'^^ ^"'^ ^ b"-- an^ 

inaT. °\ plans considered the higher costs of educat- 
ng special categories of children, nor did any address directly 
the problem of municipal overburden. 

THE LEGISLATIVE RESPONSE 

Out of all these proposals and pressures came two new school 

P^n ' '"^ •^'^'"^ Committee o^Schoo 

Finance created in April of 1970 and chaired by Republican 

M^ndrifr^^^ ' P^°- --P-y -ecutive r 

Moundridge, Kansas, a combined rural, urban district 

In the earlier meetings of the committee the various pro- 

Tre friV r. ' i".^'' ''''' '"^^""g^ two bilS 
were forged through intricate compromise. Innumf»rable 
computer runs were employed to show the commTtermem! 
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bers how all of the school districts fared under the various 
plans. 

The majority report combined several proposals into a new 
scheme, whose main features were these: 

a) A per-pupil guarantee based on district enrollment 
categories with the per-pupil guarantee inversely related 
to district size. 

b) a 1.5% tax on district taxable income: 

c) an economic index based upon district taxable wealth 
and taxable income per pupil; 

d) a tax rate factor which penalized districts taxing un- 
der the median adjusted rate for the state twenty-one mills 
in 1969); 

e) a grandfather clause based on a 100% guarantee for 
the first year that the formula would not reduce revenue), 
then 90% for the second year, etc.— until 1975 when the 
clause expires; 

f) no change in transportation allowances; 

g) no change in the county school foundation funds; and 

h) the same budget restrictions as in the amended foun- « ' 
dation plan, except the budget increases would be limited 

to 5% per pupil rather than 4% and new, more limited, 
appeal provisions would apply. 

This proposal failed to get out of committee in the 1971 
legislature. The governor stood adamant against any new 
taxes until the tax system was reformed. This meant his 
influence was mostly negative throughout. His popularity, 
notably improved by his previous hardnosed tax stands, 
scared other legislators from taking pro-tax stances. 

In the spring of 1971, a new Special Committee on School 
Finance was created under Senator Harder. Needless to say, 
there was less than overwhelming enthusiasm for the task of 
coming up wit}i another set of proposals. 

Then came Serrano which changed the committee's attitude 
toward the potential scope of the school finance problem. The 




committee felt that the plans which had been considered 
would not meet the test of removing district wealth from the 
finance equation. 

Senate Bill 7!6 

At this point the committee reviewed and reformulated its 
proposal so that it would be based not on local district wealth 
but on district tax effort. In doing this, the committee did not 
completely discard its previous work. They retained and 
updated the concept of a state guarantee per pupil based on 
district enrollment. 

In addition, the committee adopted a district power-equaliz- 
ing scheme, whereby there would be a direct correlation 
between local tax effort and per-pupil expenditure. 

™^ proposal, SB 716, established a prescribed tax rate of 
l.<5% of the combined adjusted property valuation and the 
taxable income of a district. Under SB 716, a school district 
taxing itself above the 1.75 rate would be rewarded with mors 
funds from the state; a district with a lower rate would re- 
ceive less. A formula was developed by the committee which 
designated the amount of funds guaranteed for differing rates 
of local taxation. 

Under this proposal, the state would be "fiscally neutral " 
The local school boards would determine the local tax rates 
which would, in turn, dictate the state contribution. A dis-' 
tnct could choose to make its local effort through 

a) a property tax; 

b) a district income tax; or 

c) a combination of the two. 

But here is the political rub. If the local taxing effort in 
a given district were to produce more revenue than necessary 
to finance its school education budget, the excess amount 
would be remitted to the state for distribution among districts 
entitled to state education aid. 

Senate Bill 716 had three other significant features: 
First, the -.ate would assume 100% of the transportation 
costs; secona, ihe ten-mill county school foundation fund levy 
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would become a state property tax to help finance the in- 
creased state aid; third, the tax lid on school districts would 
be dropped and budget controls imposed (however, instead of 
placing the same tax increase limitation on all districts, as 
had been the case under the old system, poor districts would 
be given preferential treatment; that is, they would be 
allowed to increase expendHures faster— by as much as 20%— 
than high-budget districts— limited to 57c). 

Under SB 716, the mav:imum budget of all districts in 1972-73 
would have been $391.6 million compared with $364.8 million 
in 1971-72 under existing budgetary controls. However, gen- 
eral state aid was planned to increase from $102,4 million to 
$122.4 in 1972-73. Local sources would provide $171.7 million. 
State transportation aid would go up from $6 million to $11 
million. 

This increase under SB 716 would have been met by the 
ten-mill state property tax, producing $64 million. This 
would leave some $52 million to be raised by new state taxes.* 

Most districts would have benefited under the bill, which is 
not hard to imagine with over $50 million in new money. In 
some cases the improvement was spectacular. For example, 
the Turner district had an adjusted property tax rate of fifty- 
nine mills. It could have cut this more than half to twenty- 
seven mills and still have had an increase in buijet per pupil 
from $653 in 1971-72 to $711 in 1972-73. The property tax 
could have been reduced even more if the district imposed a 
local income tax as authorized by SB 716. 

THE FUTURE— CHANGE ALMOST CERTAIN 

Meanwhile a Serrano-like case, Caldwell v. Kansas, has 
been filed in a state district court in Kansas with Robert F. 
Bennett, a Republican State Senator and member of the Joint 
Committee on School Finance, involved as an attorney in the 
case. 

The following tables, used in the case, illustrate how, in 1970, 
the Serrano situation very much existed in Kansas: 



• (It was assumed that $6.5 million in PL 874 funds for federally 
impacted areas could be taken into account in determining state aid.) 
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Note that despite high millage levies, poor districts (Table 
9) do not get much of the total revenue pie. Whereas, wealth- 
ier districts, although they receive less from the state, are able, 
at low tax rates, to spend substantially higher sums per pupil 
(Table 10). This is the typical Serrano picture. If a child's 
parents and neighbors are poor, the chances are good in Kansas 
that less was spent for his education than for children in 
wealthier neighborhoods. 

Even if the Kansas case fails and Rodriguez is not upheld 
by the Supreme Court, Kansas will change its system of edu- 
cational finance. The pressures for change are simply too great. 
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NEW YORK 



by Mary Lestz 

The current New York state school finance system is inade- 
quate and unpopular. Costs continue to rise and residents are 
questioning whether they are getting the kind of education 
they want for their money. Increasing numbers of people are 
demanding tax relief. In 1969-70 alone, 137 school budgets 
were rejected by the voters. City dwellers feel that their spe- 
cial educational needs are neglected. Suburbanites suffer from 
high school taxes. Some children have a great deal more 
money spent on them than others. 

The New York state legislature, traditionally one of the most 
responsive to educational needs in the country, has chosen to 
study carefully the problems before acting on them. 

THE NEW YORK SCHOOL FINANCE STUDY COMMISSION 

While education was once politically in the executive do- 
main in New York, the state legislature has taken an increas- 
ing responsibility for state educational policy in the past five 
years. It has been faced with a need for complex and massive 
reform in all aspects of education— financing, school desegrega- 
tion, aid to parochial schools. Further, it is faced with a need 
for accountability. It must convince taxpayers that their in- 
creasing contribution to education is buying increased educa- 
tional quality. Confronted with these problems, the legisla- 
ture has accepted the need for a larger and broader state role 
in school financing. 

Because the issues facing it are both complex and contro- 
versial, the state legislature asked that a commission be ap- 
pointed to study all aspects of elementary and secondary edu- 
cation in New York. It called for a commission report because 
a thorough study required greater time and resources than 
the legislators had. Further, it was not considered politically 
wise for far-reaching and radical proposals to come from a 
legislative committee. 

In answer to their request, the Governor and the Board of 
Regents of New York in 1969 created a New York Commission 
on the Quality, Cost and Financing oj Elementary and Second- 
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approaching "fiscal cris7s'"Tn New v the 
vided the essential poHt ica moUvatTon f ''''' ""^oubtedly pro- 
mann Commission the Comm r f °' "^^""^ ^leisch- 
"quality of educaUon" It Z T'"'^"'^ ^"^^"^^^^ the 

forms proposed bra 'prestTaiou. ^ . ' '^"^"^^ 
would fare betted in he El. r ""P'"*''' commission 
fashioned by special interests ^ ' ^^ose 

puWi:hedXirs"t' part V^-: ^^'^ ^ has 

finance, federal a d to'eLation ''T t^^'"^ ^'^^ ^^^ool 
and aid to non-public scS ^To"^^^^^^^^^^^ ethnic integration, 
m a far-reaching program to a Jv.« * "P""^' ^"^^g^d 
many meetings witr°ndfvTduals^and « f held 
tive sessions with educaToneZrtf ^^^^^^^^^ 
cation-related topics Betw^n n f 'u ' "^"^^ "^"'^^y of edu- 
more than 600 speakers appe?^^^^^^^^^ ''''' ^"'^ ^P"^' ^^^l. 
the Commission T^e Cor-.. ^^'""^^ °^ 

independent research or?.n, ! " ^°»tracted with some fifty 
in alLajor areas of the s udv^'n- '"t''^"^^ ^^P^^^s 
although the Commtion wri^eS'Srf^r 
framework of what wa- nnur 1? r ^° ^^^P within a 
report free of poHticrpr"" '''''''''' '^^^ -"^e their 

NewVork aTdlatfilS" ^" ^^^^^^^ °^ ^^^^tion in 
Commission split on somTissueT°'"'"'"''"°"^- 
minority report, it was unt' ' T""^ ' a 
school finance r;form ^Hhattr '^^'"'"^ndations for 
reviewed extensively here' ^ ' °" '^"^"^^ ^i" be 

schtrfinlfareT^erT ^^^^^-^ in the 

2. How can we improve the quality of NY education^ 
"""^ ^'"P'^^^^ *e equality of NY education? 

fr^Xl^U'^l^l^l Net^a^^tTSL^^ °' -port are 

and F.nancing of Elementary . t^LZ'^i:::^^^^^^^ 

94 



THE NEW YORK SYSTEM FOR FtiKDING SCHOOLS: 
IN THEORY IT EQUALIZES 



The present system of school funding in New York is a mix- 
ture of local revenue (48%) and state revenue (48%) with 
some few federal funds (4'/ ). The local tax is the base rev- 
enue for any given school district, with state aid determined 
for the most part in response to the amount raised locally. 

The local tax is raised almost exclusively from property 
taxes within the local school district. The rates of taxation are 
determined locally— with a state established minimum of $11 
per $1000 of property. Thus the amount raised and spent in a 
school district clearly varies according to: 

(1) the wealth of the school district; and 

(2) the fiscal commitment of the district to education. 

State aid is raised from various state-wide taxes, such as 
the income tax and sales taxes. The theory of the state aid is 
that it will close the gap between the rich and the poor 
districts. In New York 937^ of the state aid is "general aid" 
which breaks down into: 

— what is in effect a flat grant of $310 per student, 
regardless of the district's wealth 

—funds distributed according to an equalization formula 

— funds distributed according to certain particular fac- 
tors in a school district, such as district size, transpor- 
tation problems, etc. 

Seven per cent of the state aid is "categorical aid"— aid for 
textbooks, vocational aid. orphan, school lunch, educational 
TV» pre-kindergarten, and urban aid. 

The basic equalization grant (called the percentage equaliz- 
ing grant or PEG) is the key to the state's attempt to equalize 
poor and rich districts. The ingredients of the formula are 
district valuation per student and state average valuation per 
student.- The PEG in its complete implementation would 

- The formula now in use in New York state is: 



where E approved operating expenses, subject to an upper 
limit of $860 per student and subject further to a minimum grant 
of $310 per student. 



A. = 



[ 1 — (0.51 . 



district valuation per student 



)] . E 



state average valuation per student 
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to spend, regardless of tS Ulth ^^"^^"^ 
IN PRACTICE IT DOESN'T 

The flaw in 

per student run as high as O nT !J" '"'^^^^^ ^«l"ation 
placed on educational exlditure 'n° ' '^'^'"^ must be 
will finrnce. This ceilfng S tUp ' T "'^""^ ^^'^ ^^e state 
most school districts can'raise"^^, f '° ^^G's. for 

pupil in 1971-72) with theTr L I? H 't' ""'^'"S ^$860 per 
- in New Vor. State.^ThX^^on^^^^^^^^^^^ 
The result of this is t i, , 

tion grant into a" foundation n ^^""^"^"^^ ^^"aliza- 
purposes.especially\Xn i5 7'"'" ^""^ P^^-^l^cal 
beyond the point at chThe sfaf ' '''"^"^ ^° ^P-^ 
which is the case inrerYol t '1°^' ^-ontribution. 
imit of sharing in NeT Yofk Statf S'l.''^ "^P" 
foundation program per student." °^ ^^e 

Since most districts spend over «innn 

I'ttle equalizing value in ar ssfin / '^"^ent. there is 

Table 14) guaranteed foundation (See 
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inefficient, unequal, and quite possibly unconstitutional.'' 
Thus one of the tasks of the Fleischmann Commission has been 
to propose an alternative system. 



The Commission recommends full state funding. It calls 
for all school revenues to be raised by any form of statewide 
taxation — real property tax, income tax, sales tax, or any 
combination thereof, provided that it is fairly administered 
throughout the state. The Commission adds that taxes 
must be raised largely from these who have the wealth. The 
money should be distributed as needed; that is. children who 
will cost more to educate — underprivileged, handicapped, or 
otherwise disadvantaged children — should have more money 
spent on them. Poor schools should be "leveled up" to the 
standards of rich ones. The levelling-up cost should be spread 
over several years. Finally, in one of the most controversial 
proposals of its report, the Commission recommends that, all 
local option for supplementary school levies be terminated — 
a step necessary to preserve equality. 

Full Stale Funding: How It Will Work 

The proposed distribution formula is based on two central 
considerations: first, that jull state funding must remove the 
disparities in educational spending that are unrelated to the 
requirements oj students or to geographic differences in costs 
of educational services — basically, loe a It h -related disparities; 
second, that junds must be allocated according to the educa- 
tional needs oj students. 

Eliminating wealth-related disparities: To implement the 
first consideration, the Commission proposes that expenditures 

4 The current New York system was challenged unsuccessfully in a 
post-Serrano law suit. The judge dismissed the complaint (Spano v. 
Board of Education, 328 N.Y.S. 2d 229, Jan. 16, 1972) saying that the 
U.S. Supreme Court had already foreclosed the issue with its 1969 
decision in Mclnnis v. Ogilvie (the Illinois school finance case). How- 
ever, the U.S. Supreme Court has decided to hear a Serrano-type 
claim (San Antonio Jndependent School District v. Rodriguez, prob- 
able jurisdiction noted June 7, 1972), so apparently the Mclnnis deci- 
sion may not have justified the New York Court's dismissal. To test 
this, at least one suit is now being prepared to challenge in Federal 
Court the constitutionality of the present system in New York. 



THE FLEISCHMANN COMMISSION'S RESPONSE: 
FULL STATE FUNDING 
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able for such students be stabilized at 157c of the state's base 
expenditure level, multiplied by the number of students en- 
rolled. This would lend stability to the state budget even if 
there were erratic changes in test scores, and would enable the 
schools to plan ahead. The effect of these proposals would be 
that school districts with underachieving students would re- 
ceive extra money to cover the additional costs of educating 
those students. 

In the belief that money is more effectively spent at the 
elementary level, the Commission also recommends that money 
go to the elementary schools in greater percentage than to the 
secondary schools {W/t elementary, 307f secondary). 

While disparity in costs is taken into account in the Fleisch- 
mann proposals, it is only disparity in the costs of educating 
disadvantaged children. Students' performance and needs are 
weighted and included in distribution formulas, but no con- 
sideration is made for municipal overburden, or regional dif- 
ferences in instructional and other costs.® 

PAYING FOR FULL STATE FUNDING 

While acknowledging the shortcomings of the property tax 
(especially its regressive nature), the Commission does not 
recommend its abolition. Rather, it proposes alleviating some- 
what its regressive impact. It recommends that a uniform- 
rate, statewide tax on the full value of property be levied and 
earmarked for education. This rate would be set initially at a 
level sufficient to produce an amount approximately equiva- 
lent to current total local educational revenues. A tax rate of 
$2.04 per $100 full value of property would raise the same 
amount of revenue as the current system does. The report 
further recommends that the tax rate be frozen at a point 
equal to or slightly below the rate prevailing at the time the 
plan goes into effect. If the state rate is frozen at the level of 
the base year, every district, whether above or below the state 
average tax rate, should experience a decrease in property 
taxes relative to what would have been the case hid the 
freeze not been imposed. 



0 Another chapter of the Commission report, not yet released, pro- 
poses that the state take over all transportation and construction costs. 
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tually benefit all schools. The response is that the state can 
set up such programs, too, and in districts where experiment 
may be more needed — in schools of underprivileged or 
"problem" children. 

The Commission also recognizes the special problems of the 
cities and sets forth some reasons why they would benefit from 
the Commission's proposals: 

1. The tax freeze would benefit cities whose tax rates are 
bound to increase rapidly. 

2. New York's state constitution limits the taxing powers 
of the state's six largest cities. The cities must fulfill their 
needs from the limited (and often inadequate) revenue 
that they arc legally allowed to raise. If education in the 
cities were taken care of by a state tax, larger sums of 
city money would be freed for local non-school needs. 

3. Cities, with disproportionate numbers of poor and 
"educationally disadvantaged," would benefit from the tax 
credits and the weighting for underachieving students. 

4. The shift from counting pupils by attendance to count- 
ing straight enrollment would benefit cities which have a 
traditionally high truancy rate. For example, in 1969-70 
New York City, with 32.87% of the state's total enrollment, 
had only 30.97% of WADA (weighted average daily attend- 
ance). 

FULL STATE FUNDING: WHO WINS, WHO LOSES— 
AND HOW MUCH WILL IT COST? 

The additional cost for funding the Fleischmann Commis- 
sion proposals would be about $715 million in 1972-73, broken 
down as follows: 

levelling up to the 65th percentile $125 million 

1.5 weighting for educationally 

disadvantaged $465 million 

tax credits for overburdened homeowners 

and renters $125 million 

Table 15 illustrates how the new proposals would change 
the financial picture in New York state. Since the ceiling on 
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increase in funds is 15% of the base expenditure, the most 
a school district could gain in expenditure per student is $156 

IZ?7^T' \ f^"^ still below the 

?1,037 level. It is anticipated, however, that within three 
years evel ing up to the 65th percentile could be completed. 
After the levelling up to the 65th percentile is achieved, it 
1 t^l^ °^ """^ ^''^ '""^tion until levelling up to 

the 100th percentile (which remains constant) would be 
reached. 

How many school districts would benefit from the pro- 
fu'^S, • . ""^ """^ ^'^tricts in New York state If 

QRQ 7n \l Commission proposals had been enacted in 

1959-70 there would have been: 

442 districts (including 64% of students in NY) with 
more money and higher taxes 

265 districts (35.9%) with more money and lower taxes 

1 district would have less money and lower taxes 

1 district (the only real loser in the whole plan) would 
have less money and higher taxes. 

• Fleischmann Commission proposals been adopted 

in 1969, 67% of New York's students would have recS 
more money. Were they enacted toiay, 36% would gain.. 
In urging that its plan be accepted, the Commission notes: 

(1) After extensive research, this is the best possible plan 
for New York. 

(2) Some form of federal revenue sharing seems inevit- 
able, thus a relief from the education costs. 

(3) "If Serrano becomes the law of the land. New York 
may be forced to adopt such a plan under judicial 
niandate. We prefer to adopt the essentials of the 
plan now, when careful consideration can be eiven 
to all its details." ^ 



116 



106 



THE COMMISSION RECOMMENDATIONS: 



WHAT HAPPENS NOW? 



How has the Fleischmann Commission been received? The 
legislators seem to have adopted a "wait and see" attitude, 
but several themes can be discerned, outlining the debate to 
come. 

Tax relief is welcome. Those whose concern is high taxes 
are encouraged by the prospect of property tax relief. Those 
who live in the cities would benefit from the weighting for- 
mula for the many educationally disadvantaged children in 
their schools, aid from the freeze in property taxes. Those 
who live in fast-growth suburbs would benefit from reduced 
taxes, since most of them now tax themselves for schools at 
a level above the proposed state-wide rate. (See Table 16) 

The opposition to the Fleischmann Commission forms around 
several issues: 

— loss of local control 

— expense of the proposal 

— fear of giant bureaucracy 

— failure of the report to deal with implementation of 
proposals. 

The local control issue has several components: level of 
expenditures, salary of teachers, number of teachers, bound- 
aries of a school district (who is included, who is left out), and 
level of capital expenditures." Concern about losing local con- 
trol centers around these matters. 

Local control can become a dangerous issue. In other states 
the banner of "local control" has been raised by coalitions 
opposing reforms for varied and sometimes conflicting reasons. 
In this case the real isisue is obscured, and progress becomes 
difficult. Perhaps if proposals were enacted in separate steps, 
this confusion of the issues could be prevented. 



7 Subsequent chapters of the Commission report will propose full 
state funding of capital expenditures, and .state determination of dis- 
trict boundaries. 
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The concern over the expense of the proposals is a very 
real one, stemming from the fact that many residents of New 
York feel they a>-e already taxed as much as they can bear. 

In the face of heavy tax burdens, taxpayers want to be 
reassured that their higher tax payments spent for schools 
will m fact produce better education. The Commission avoided 
this question with the attitude that, while high expenditures 
do viot guarantee high quality, they certainly help. However, 
the relationship between dollars and quality education must 
be examined further. 

Some will oppose the Commission out of self-interest. Rural 
districts, faced with higher taxes than before and afraid of 
losing local control, may oppose the Commission proposals. 
Industry and commerce may oppose the new tax structure 
which could increase their property assessments. 

One obvious and crucial question is: Where will the neces- 
sary additional revenue come from? The consensus is that 
only with federal funds can New York afford the Fleisch- 
mann Commission reforms. One possibility, mentioned by 
Governor Rockefeller, is that, if the federal government were 
to take over the cost of welfare ($1.2 billion dollars in New 
York state), the state welfare money could be converted to 
education. 

Another question is, will the rich districts accept a freeze 
on their expenditures? Certainly not without a fight in the 
legislature. 



FROM PROPOSAL TO STATUTE 

Because the Fleischmann Commission said so little about the 
implementation of its proposals, a great deal of further 
thought and research will be needed before a bill (or bills) 
can be written. The task of implementing the Fleischmann 
Commission proposals is almost overwhehning in its complex- 
ity and difficulty. A legislative stalT expert estimated that 
It would be at least a year before legislation is drafted. Each 
proposal will have to be dissected and debated. Computer 
print-outs are needed to show the effects of the reforms on each 
district. Political compromises will have to be made. No doubt 
provisions will have to be added to please powerful legislators. 
The wu-x load is enormous. 
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As the proposals are being studied by the experts, the legis- 
lators are waiting— waiting to see what the Supreme Court 
does, waiting to see if more federal aid to education is 
forthcoming. 

It would be premature to make any judgments about what 
will happen to the school finance situation in the New York 
State legislature. Many questions remain to be answered 
before the effect of the Fleischmann study can be known. 

Will the debate turn into an urban vs. rural contest? Or 
the advocates of property tax vs. the advocates of more income 
tax? Or local control vs. state control enthusiasts? What 
will be the issues? None of these questions can be answered 
until the legislation is written. 

Once the problems have been solved and a bill is before 
the legislature, the legislators will have to consider the needs 
of their constituents, the dictates of the U.S. Constitution, and 
their own beliefs about the best educational system for all 
the children of New York. The decision will be theirs. 
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